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LETTER OF TRANSMITTAL

May 17, 1993.
To the Members of the Joint Economic Committee:

I am hereby transmitting for use by the Joint Economic Commit-
tee, Congress, and the public the second volume of a study assess-
ing the economies of the newly independent states of the former
Soviet Union entitled, The Former Soviet Union in Transition. The
study contains papers prepared at the committee’s request by a
large number of government and private experts.

This volume contains analyses of key sectoral developments in
energy, agriculture, the environment, science and transportation,
defense and defense conversion, and human resource issues includ-
ing health and education. Special emphasis is placed on economic
developments in the 15 former Soviet Republics. There are econom-
ic assessments and profiles on each of the newly independent
states.

The study was planned, directed, and edited by John P. Hardt,
Associate Director of the Congressional Research Service of the Li-
brary of Congress, and Richard F Kaufman, General Counsel of the
Joint Economic Committee. Phillip J. Kaiser acted as publications
coordinator. We are grateful to the Congressional Research Service
for making Dr. Hardt and others available to work on the project,
and to the many authors who contributed papers.

Sincerely,
Davmp R. OBey,
Chairman, Joint Economic Committee.
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LETTER OF SUBMITTAL

THE L1BRARY OF CONGRESS,
CONGRESSIONAL RESEARCH SERVICE,
Washington, DC, April 30, 1993.

Hon. Davip R. OBEY
Chairman, Joint Economic Committee
Congress of the United States
Washington, DC. .
~ DEAR Mr. CHAIRMAN: ] am pleased to transmit to you the second

volume of a collection of papers on the situation in the former
. USSR. entitled, “The Former Soviet Union in Transition.” The
. study was directed by John P. Hardt, Associate Director and Senior
Specialist in Soviet Economics of the Congressional Research Serv-
ice and Richard F Kaufman, General Counsel of the Joint Econom-
ic Committee. Phillip J. Kaiser coordinated the publication with ed-
iting and production assistance from Karen Wirt, James Voorhees,
Linda Kline, Mary Maddox, and John Bartoli. Many CRS and other
Library of Congress personnel, as well as government and private
specialists contributed significantly to the project.

We trust that the analyses and information contained in this
study will be of value to the Joint Economic Committee, as well as
the Congress in general and the broad audience of students of the
former Soviet Union.

Sincerely,
JosepH E. Ross,
Director.
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INTRODUCTION: TRANSITION AND INTEGRATION IN
NEWLY INDEPENDENT STATES

By John P. Hardt and Richard F Kaufman *

The former Soviet Union is undergoing twin revolutions that are
remarkable, unprecedented historical events. The first revolution—
the transition to a pluralistic state with a market economy under
the rule of law—was the subject of the first volume of this publica-
tion. The second revolution—the disintegration of the empire and
its reconstruction into several newly independent states—provides
a major theme for this volume.

Since the “mongol yoke” was lifted in the fourteenth century,
there has been one dominant power in the region from Poland to
the sea of Japan—Russia. Under the czars, russification—one czar,
one language, and one religion—characterized a policy that placed
all political, economic, social, and military power in the hands of
the leaders in the Russian capital. Soviet leaders paid lip service to
gelf determination and preservation of minorities but in effect rein-
forced this historical orientation toward the center with an empha-
sis on one party leadership, one Russian culture, and a Marxist-
Leninist ideological substitute for religion.

The end of the Leninist-Stalinist system and the empire paradox-
ically came through an attempt to reinforce the traditional system
of governance by reforming it. As Mikhail Gorbachev attempted to
strengthen the party’s central role with transformation to a social-
ist market, his reforms eroded the power of the party-dominated,
command-economy system. Likewise while Gorbachev also acted as
if the empire was eternal, his political reforms and glasnost eroded
the cohesion of the Moscow-centered system and challenged the
principle of geographic unity. By not enforcing the Brezhnev doc-
trine in Eastern Europe he weakened the glue of force that held
together the Soviet bloc, and invited revolutions in Central and
Eastern Europe. Just as Soviet tanks resolved challenges to Soviet
domination in the Central European region in Berlin (1953), Buda-
pest (1956), and Prague (1968), so the inhabitants of the Russian
Federation and regions of the Soviet Union were bound together by
the certainty that the Soviet military and police would enforce ad-
herence to the dictates of Moscow. With the abortive Moscow coup
in 1991, it became clear that the military and police force that had
held together the old system and empire was unwilling to support

* John P. Hardt is Associate Director, Congressional Research Service, Library of Congress.
Richard F Kaufman is General Counsel, Joint Economic Committee, U.S. Congress.

(ix)



X

the overthrow of Gorbachev. Gorbachev, in turn, was unable to
hold back the forces that led to the break up of the Soviet Union.

THE DILEMMA OF SOVEREIGNTY AND INTEGRATION

Yeltsin moved quickly to abolish the Communist Party and to
begin the dismantlement of the command economy system. As the
power of the party, military, and police proved unable to maintain
the Stalinist system and the empire, the long repressed forces of
ethnicity and nationalism surged forward. Free to choose, all re-
publics took their own sovereignty in preference to subservience to
Russia; many minority groups within newly sovereign states and
between states likewise challenged the authority of the new states
being formed. While the change from russification seemed irrevers-
ible, the new sovereignty based on self-determination was unstable
as the networks of trade, investment, infrastructure, and other re-
gional interrelationships were strained or ruptured, and old ethnic
hostilities were let loose.

The creation of new sovereign states weakened the long-estab-
lished economic integration of the region and thereby undermined
economic recovery, development, and the transition to a market
system. The heritage of Russian and Soviet development was a mo-
nopolized, highly centralized, military-oriented economy with a
high degree of immutable interdependence. Every new independent
political unit broke long-established interstate relations and so cre-
ated economic bottlenecks for other states and regions. Moreover,
the monetization of economies in transition and collapse of the
ruble made interstate trade even more difficult. Many of the criti-
cal problems in food and energy supply, environment, and infra-
structure were necessarily regional problems made worse by the
disintegration of traditional economic ties.

The security problems of demilitarization, also regional, were
complicated by the disintegration of the empire; weapons held in
Ukraine, Kazakhstan, Belarus and other newly independent states
could no longer be controlled or dismantled by order from Moscow.
With the retrenchment of Soviet military power came a lack of
control over weapons and forces and a reduced ability to relocate
and reemploy the demobilized enlisted and officers’ corps. More-
over, the control of residual forces and weapons was fragmented
and contentious. While Russia led in agreeing to arms control in
START 1 and 2, most of the best conventional forces and many of
the critical nuclear weapons were outside Russia’s borders.

Each ethnic group brought forward historical claims against the
other groups, especially against the Russians. These suppressed
ethnic and nationalistic claims had been exacerbated by Stalin’s
contentious nationalism policy, especially the forced resettlement
of several ethnic groups during and after World War II. The mix of
ethnicity and nationalism in a new, weak Commonwealth of Inde-
pendent States has not been conducive to regional economic reinte-
gration.

The new states need trade, investment, infrastructure, and the
environment to act as centripetal forces for regional integration if
they are to make effective transitions to market economies and if
they are to join and compete successfully in the world economy.
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Yet centrifugal nationalistic forces and the need to retain and
build political independence continue to pull the new states apart.

The new states are adopting and extending the old “country once
removed” principle of Central and Eastern Europe, ie., all alli-
ances and good relations are with non-neighboring countries in the
region. Russia is still a neighbor of everyone and the 25-28 million
ethnic Russians outside Russia frequently bring that point home.

Most of the new states favor economic integration but not with
their neighbors, especially Russia. Each newly independent state
aspires to join a regional association and integrate into the global
economy. But the regional association that attracts most of them is
the European Community, not the Commonwealth of Independent
States (CIS). While the International Monetary Fund, the World
Bank, and the OECD draw the various independent states toward
the global market system by stimulating openness and market-ori-
ented discipline, the indirect conditionality they prescribe is not
sufficient impetus for regional reintegration. The divorce from
Russia, as the ruble zone ends and as other economic ties that
bound the empire are broken, creates a fissure that will be hard to
fill or repair. The rancor of divorce makes accommodation between
Russia and the newly independent states today difficult if not im-
possible, even on specific issues that might seem to be easily resolv-
able such as who is liable for the Soviet debt, how the assets of the
Soviet Union are to be dispersed, and how the interstate links in
traéndsportation and communication are to be cooperatively man-
aged.

Obiective leadership and a regional divorce counselor are needed.
The historical conditions that made the Treaty of Rome and the
Common Market possible are not present. There is no partnership
analogous to the partnership between Germany’s Adenauer and
France’s DeGaulle; Yeltsin and Kravchuk do not form an easy alli-
ance. No Western umbrella covers the economic space as the over-
arching American presence did in Western Europe. Overriding
ethnic, nationalistic and sovereignty barriers to integration are
now omnipresent in what was the Soviet Union. They had faded in
post-World War IT Western Europe. While the international system
of economic institutions may play a role in integration, it appears
at best a marginal factor. The CIS, multilateral and regional orga-
nizations, and bilateral arrangements are all potential engines for
integration. Private non-governmental institutions might play ef-
fective roles. One of those in particular, the “International Com-
mittee for Economic Reform,” might be effective if taken over by
the G-7.! The International Committee offers a multilateral, but
nongovernmental framework for identifying practical opportunities
for the use of international assistance—in full participation with
countries of the region and properly coordinated with the efforts of
countries themselves. By its first major meeting scheduled for
Kiev, June 7-9, 1993, it is expected that up to 25 Eastern countries
and all the larger Western countries will have already joined. The

1 The Committee includes the major countries in the former Soviet Union and East Euro
and the Western Industrial Countries; it offers a non-governmental, multilateral framework for
deali:;lglvgitlhggr;gional issues. R. Martin Lees, Counsellor International of the Committee. Memo.



International Committee can complement and strengthen the
present approach of the G-7 in the region by helping it to clarify
priorities, strategies, and programs, and by helping to coordinate
the assistance provided region-wide. The coordination of assistance
on a country-by-country basis is necessary, but not sufficient.

Indeed, a key element of Western strategy will likely be to en-
courage cooperation among the countries of the former Soviet
Union. This would promote economic reform and growth and help
reduce tensions and the threat of confrontation. Incentives may be
provided to encourage such cooperation, and a proportion of the as-
sistance provided by the G-7 may be made available to promote it.
This would create a sound foundation for partnership between East
and West on key issues of economic reform and cooperation; and it
could make a significant contribution to renewed growth, economic
reform, stability and peace in Russia and in the region as a whole.

One of the more hopeful developments is the movement towards
an international agreement on energy trade and investment. Dis-
cussion of a European Energy Charter among the former Cold War
adversaries, have been underway since mid-1990. The basic agree-
ment on the European Energy Charter may be reached by the July
G-7 meeting. 2 It is designed to provide a legal and regulatory
framework for the energy industries from the Atlantic to the Pacif-
ic and would provide a framework for meeting the needs of both
Russian energy suppliers and energy importers of the former
Soviet Union. Russians complain that by selling energy to former
republics at below market prices they capture only a fraction of the
income from the trade they would obtain if their energy products
were sold on the world market. Ukrainians and others complain
they cannot afford current Russian prices and that delivery is too
often uncertain. Some regulatory framework and short term subsi-
dies may be needed to weather the energy price shock. This could
be provided from the IMF Systemic Transformation Facility. The
energy agreement may include as many as 50 countries with the
European Community, the United States, Russia and Kazakhstan
representing the core. The Charter would include elements of a
GATT-like Trade Agreement; an Investment Treaty; and a Third
Party Dispute Settlement facility. Energy security by pipeline pro-
tection and supply discipline and creation of an investment friend-
ly environment would be important to producers. While the EC
seems inclined to make some exceptions to national treatment,
they may accept more open access to their market, especially an
opening of the gas market.

Such organizational and structural umbrellas as the Internation-
al Committee and the Energy Charter could form a useful frame-
work for interrelating security, political, and economic issues such
as payments and environmental protection that Russia and the
former Soviet Union republics seem to be unable to resolve either
bilaterally or through the CIS.

? “The Energy Charter Negotiation: Time for Decision”, discussion paper, Department of
State, April 16, 1993.



NEw STATES IN TRANSITION: SOME ARE MORE EQuAL THAN OTHERS

Even with an effective set of regional and international umbrel-
las, the integration necessary for effective transition to market
economies by individual countries and the region as a whole re-
quires acceptance of the need for openness and integration, espe-
cially by the major economies of the region.

Some newly independent states have more assets and potential
regional and global leverage for development. Military downscaling
is essential. Demobilization is critical for the economic future of
Russia because past military allocations have preempted the best
natural resources, capital, and manpower to fulfill military objec-
tives. Nuclear demobilization in the other newly independent states
is unlikely without Russian leadership. A Russia that is less threat-
ening to the region and that cooperates in peacekeeping efforts and
crisis resolution throughout the world reduces the military burden
on all states in the region. : ‘

Economically Russia is the behemoth of the newly independent
region with its natural, human, and capital resource assets. Large-
scale enterprises in the highly monopolized Soviet industrial sector
were based in Russia. Moreover, Russia was and is the dominant’
market for all the newly independent states. Taking the Russian
trunk out of the tree of the former Soviet economy would leave the
branches and roots in a perilous state. :

Issues of sovereignty, ethnic nationalism, and local identity have
not been limited to the newly independent states, but are a central
concern in the Russian Federation. The federative problem within
Russia is similar to the drive for self-determination that broke up
the empire. Autonomous regions of the Russian Federation, such as
Tatarstan and Chechen-Ingushtia have opted for independence
within or outside the Russian Federation. Other regions, such as
East Siberia, Sakhalin, and Komi have pressed for more rights and
less responsibility to the center. Even cities in the Russian Federa-
tion have reduced their ties to the Russian central government.
Control of assets and the capture of revenue by the governmental
treasuries from exports such as oil, financial and monetary disci-
pline in revenue collection and credit creation are economic prob-
lems exacerbated by the federative problem.3 New social struc-
tures such as new entrepreneurial groups have been slow to arise
to fill voids created by the collapse of the party and the command
economy system.

Fear of and antagonism toward Russia in the newly independent
states and concern in Russia over the fate of the 25 million or more
Russians outside Russia make Russian nationalism an issue. Rus-
sian nationalism will continue to asseft itself as the Russians
slough off their Soviet identity and seek a new one. Will the new
identity take the form of an intolerant chauvinism, or of an inclu-
sive patriotism? Vladimir Lukin, Russian Ambassador to the
United States, has spoken of the difference between an inclusive
“rossiisskii dom” and exclusive, narrow “russkii dom.” Certainly

3 Rolf J. Langhammer, Matthew J. Sagers and Matthias Lucke. Regional Distribution of the
Russian Federation’s Export Earnings Outside the Former Soviet Union and Its Implications for
Regional Economic Autonomy. Post-Soviet Geography, December 1992, pp. 617-634. )
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there are many prominent voices from several points on the politi-
cal spectrum who seem to be trying to construct a russkii dom,
among them the extremist Zhirinovsky and the moderate Stanke-
vich. But Dimitri Likhachev has reminded us that Russians have
lived in a rossiisskii dom as well. ¢ It is this “house” that will allow
Russia to live at peace with its neighbors and take advantage of
the united energies of all the people of the Russian Federation and
the larger region of the former &)viet suzerainty. The alternative
is conflict within and without the Russian borders. Conflict bedev-
ils the attempts to reestablish open, healthy trade among the
former Soviet states and to address regional problems of commerce,
environment, security, and governance.

There are also subgroupings of new(liv independent states that
promise some degree of cooperation and integration. Ukraine and
Moldova are an example. The presence in Moldova of ethnic Rus-
sians in the Trans-Dniestr military district is a problem that
Russia, Ukraine, and Moldova are coping with but threatens to es-
calate. Reestablishing economic ties will be difficult if ethnic and
nationality concerns are not restrained.

Kazakhstan and the states of Central Asia make a regional
grouping not only by common borders but in terms of ethnicity,
culture, and religion. Uzbekistan, leading the Turkic group of na-
tions, also has a claim to a regional leadership role. Kazakhstan,
which has energy, wheat, and weapons, is by far the most powerful
and geographically largest of these independent Muslim states and
is capable of leadership in regional integration.

The Caucasus is an especially fractious region. Open hostility be-
tween Azerbaijan and Armenia is a running sore that threatens
any cooperation and is an ever present threat to escalate into vio-
lence. Georgia is riven by controversy among different ethnic
groups, families, and clans. Chechen-Ingushtia and other parts of
the Caucasus bordering on the Russian Federation have unsettled
sovereignty issues. Regional integration of the Caucasus will prob-
ably come, if it does, from outside forces or influence.

Baltic states such as Latvia promise effective market reform and
openness to traditional trading partners. But like other new states,
the Baltic states find that increased integration with West Europe
and Scandinavia is more attractive than economic ties with the
East. Regional integration may come simultaneously with or subse-
quent to integration with the West.

Local initiatives in cities such as Nizhnii Novgorod promise en-
terprise conversion, price liberalization, and entrepreneurship.
However, even such reforming localities have not worked out their
role with the center in such critical areas as taxation, property
rights, monetary policy, foreign commerce, and other interregional
issues. Local reform may be frustrated by regional instability in
monetary, fiscal and infrastructure problems.

If destruction of the old command economy has opened the op-
portunity for a transition to the market, the manner in which the

* Dimitrii Sergeyevich Likhachev, The National Nature of Russian History, the Second
annual W. Averell Harriman Lecture (New York: The W. Averell Harriman Institute for the
Advanced Study of the Soviet Union, 1990). Vladimir Lukin at meeting on “America and the
Russian Future”, Russian Embassy, Washington, January 15, 1993. The Librarian of Congress,
James H. Billington amplified this theme.
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empire is disintegrating makes it more difficult to create the broad-
er, regional, open economic space so important to successful reform
within and among the newly sovereign states.

Ed A. Hewett

1942-1993

Ed A. Hewett, one of the nation’s foremost experts on
the economies of the former Soviet Union and Eastern
Europe, died on January 15, 1993. Dr. Hewett was a senior
fellow at the Brookings Institution from 1981 to 1991 when
he joined the staff of the National Security Council and
became an advisor to President Bush. He was a frequent
contributor to studies of the Joint Economic Committee
and an expert witness in committee hearings. His views
were often sought after by policymakers in Congress and
the Executive Branch. He gave his time generously to
many members of Congress and their staffs. Dr. Hewett
was held in the highest regard by all who knew him, his
works, and his writings. His publications included Energy,
Economics and Foreign Policy in the Soviet Union (1984),
Reforming the Soviet Union: Equality Versus Efficiency
(1988), and Open for Business: Russia’s Return to the
Global Economy (1992). These volumes are dedicated to his
memory.




II1. KEY SECTORAL DEVELOPMENTS

OVERVIEW
By Phillip J. Kaiser *

The selected sectors analyzed here are key either because of
their positive or negative impact on economic transformation and
development in the states of the former Soviet Union. The energy
sector, important in every modern economy, is important not only
for supplying domestic industrial and residential users, but may be
the best bet for attracting foreign investment and earning hard
currency in the near term, for those republics that have energy re-
sources. The supply of agricultural products is a critical measure of
living standards, and failure in this sector is likely to have impor-
tant political implications. Improved transportation of all goods fa-
cilitates commerce, and the food losses in transit from farms to
cities is an all too familiar problem. The Soviet science and space
programs are considered world class by many, and provide the op-
portunity for trade and investment as many foreign countries
would like to take advantage of the pool of talented scientists and
engineers, as well as purchase advanced technology. On the nega-
tive side, the risk exists that militarily significant technology may
more likely be sold in the current dire economic conditions and
with the political situation in flux. The environment has been ne-
glected for so long that there is now a severe impact on public
health and productivity, and the states of the former Soviet Union
must decide how to include environmental clean-up and protection
in their economic development and investment policies. The con-
tributors to this section analyze important issues regarding the
present difficulties in these sectors and the ramifications of the dis-
integration of the Soviet Union.

Tue ENERGY SECTOR

The Soviet Union, the world’s leading oil producer since 1974,
has experienced declining production in recent years and may
never reach previous peak levels, according to Joseph Riva. The
reasons for the decrease include the natural decline in older fields,
reduced investment to replace outdated technology and equipment,
ethnic conflict in areas that produce oil and oil field equipment,
poor production methods and the fact that the easily accessible oil
has been tapped, leaving further production to be found in more
unfavorable environments which make it more difficult and expen-

* Phillip J. Kaiser is a Consultant with the Congressional Research Service.
(455)
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sive to produce. Foreign investment and joint ventures can help
remedy financial and technical problems, Riva notes, but cannot
overcome the problems associated with ethnic strife, political insta-
bility, and labor unrest. In addition; the current chaotic tax situa-
tion may deter or reduce foreign investment plans. Over the next
few years oil production is expected to continue to decline, with
negative implications for export revenues, and for successor states
dependent on oil imports. Although natural gas production de-
clined slightly in 1991 for the first time since World War II, the
former Soviet Union has a very large gas resource base—large
enough to maintain the present level of exports well into the next
century. Supply problems will be related to disintegrating infra-
structure and political and ethnic unrest.

No former republic is entirely self-sufficient in energy, Jeffrey
Schneider points out, and “no republic will be able to implement
energy policies in isolation from its former Union partners.”
Energy producing republics are dependent on others for industrial
inputs, energy equipment, and access to international markets for
example, and energy importers are connected by pipelines and
power grids to the former Soviet Union. While Russia dominates
the energy sector with about 90 percent of oil and 77 percent of
natural gas production in the former Soviet Union, it is a net im-
porter of coal and major foods including meat, milk, grain, and
vegetables, and its natural gas pipelines cross Ukraine on their
route to Western Europe. Among the large republics, Schneider
contends that Ukraine is in the most difficult situation due to rap-
idly falling coal production, shrinking electric energy capacity, and
its requirement to import increasingly expensive oil and gas to sup-
port its energy-intensive heavy industry and mechanized farming.
All republics are faced with escalating prices for oil, which will
likely lead to tense relations between oil producers and importers.
There will be a strong incentive for producers to export for hard
currency, leaving importing republics at a disadvantage, and per-
haps seeking alternative suppliers such as Ukraine has done with
Iran.

THE AGRICULTURE SECTOR

It has been widely accepted among analysts of the Soviet agricul-
ture sector that the primary problem has not been gross produc-
tion, but storage, transport, distribution, and processing. The
papers in this section reaffirm this assessment. In addition, the suc-
cessor states face the problems associated with the collapse of cen-
tral command and supply, inter-republic trade barriers, and re-
duced hard currency reserves and greater debt that make import-
ing more difficult. Some economic reform policies also have had a
negative effect on agriculture, as William Liefert points out. Mac-
roeconomic imbalance, in particular the large increase in money
income while maintaining low prices from 1985 to 1991, caused ex-
treme inflationary pressure and undermined the ruble as a
medium of exchange. This effective devaluation of the currency re-
duced incentives to produce and sell for rubles and has hindered
the development of a money-based system of exchange. Price liber-
alization policies begun in January 1992 will restore macroeconom-
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ic balance only if the government implements strict fiscal and mon-
etary policies that limit further inflation and restore value to the
ruble, Liefert asserts. .

Food availability in the former Soviet Union faces further dete-
rioration, with particular impact in some regions and among vul-
nerable groups (e.g. those on fixed incomes), according to Allan
Mustard and Christopher Goldthwait. The dismal Soviet record in
agriculture is a result of the excessive focus on production (to the
detriment of processing, storage, etc.), the desire for central control
of food supplies that led to inadequate on-farm storage, the monop-
oly control of processing facilities, and the absence of a wholesale
market. The lack of private ownership of food led to the careless
and irresponsible treatment of it resulting in large losses. Mustard
and Goldthwait cite three major obstacles to improvement: anti-
reform bureaucracy and management, absence of privatized capital
infrastructure and land, and the lack of capital to establish, oper-
ate, and expand private entergx(;ises.

The successor states of the Soviet Union vary greatly in their ca-
pacities for agricultural production, reflecting differences in cli-
mate and soil, but also economic development patterns, according
to Barbara Severin. Soviet policy created a substantial interdepen-
dence among the former republics especially regarding food. For
example, what crops to produce and where processing facilities
were located were determined by central managers. As the Soviet
Union disintegrated, this interdependence caused a disruption of
food availability. Severin states that interrepublic trade in food-
stuffs has fallen by about half. Food consumption also varies
among the former republics both in terms of per capita calories
consumed and the composition of food consumed. She observes that
in spite of an overall decline, average food consumption is well
above that in many other developed countries. Nevertheless, some
of the poorer former republics face further declines in the quality
and quantity of food available, with some citizens facing malnutri-
tion. The good news is that production appears to be increasing in
the areas that have privatized, and higher prices are reducing
waste. :

The Soviet Union has been an important export market for U.S.
feed grains, wheat, and soybean products. Remy Jurenas points out
that historically the U.S.S.R. paid cash, but beginning in 1990 re-
quested and was granted credit. U.S. extension of credit has been
based on two factors, (1) the maintaining of agricultural sales and,
(2) the support for democratic and market reforms in the Soviet
Union. The primary form of credit has been export credit guaran-
tees, which allowed the Soviets and now the successor states to
obtain loans in the private sector to finance purchases, at market
rates. Second, the United States has offered grant aid and long-
term concessional credits. The United States has also offered tech-
nical assistance and training. Jurenas raises several important con-
giderations regarding U.S. porl(i;x. Export credit guarantees, for ex-
ample, are conditioned on creditworthiness. Questions have been
raised about Russia and other successor states’ ability to pay, con-
sidering current debt and payments problems. Some analysts have
suggested that continued short-term lending is unwise and that re-
payment periods should be lengthened. Others argue that Western
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commodities may undermine the domestic producers and slow
down the development of the market. A compromise may be to sell
some U.S. imported grain through Russian commodity exchanges
to help establish the domestic prices and market. If reform is suc-
cessful, Jurenas notes, the successor states would be expected to in-
crease production and the market for some U.S. products would be
reduced. The composition of trade is likely to change from what it
is today toward food processing equipment, agricultural technology,
and oilseeds.

THE ENVIRONMENT

- The extent of environmental degradation in the Soviet Union
has become widely known only in the past few years. Murray Fesh-
bach describes in detail the widespread pollution of the air, land,
and water. The breadth of pollution is significant: radioactivity due
to nuclear power accidents, poor handling of waste, and nuclear
weapons testing; soil contaminated by excessive use of pesticides,
herbicides, and fertilizers with erosion and runoff into the water
supply; air pollution from industry and transportation virtually un-
restrained by environmental considerations. The ramifications in-
clude an unhealthy work force with lower life expectancy, in-
creased birth defects and the real possibility of damage to the gene
pool. Feshbach concludes that the problem is unlikely to improve
in the near term due to the enormous costs of clean up, while the
country faces a severely deteriorating economy.

With the disintegration of the U.S.S.R. there will likely be 15 or
more different structures to replace the central ministries that had
responsibility for conservation and environmental protection, ac-
cording to Philip Pryde. However, pollution does not stop at nation-
al or republic borders but flows down rivers and blows with the
wind. Inter-republic cooperation will be essential if environmental
concerns are to be adequately addressed. An example of logical co-
operation would be among those states that border on the Caspian
Sea and depend on the flow of the Volga River. The water re-
sources of Central Asia could be cooperatively managed by an
agreement similar to the Colorado River Compact of the southwest-
ern United States. Other issues to be faced include the disposal of
nuclear waste and nuclear and chemical weapons; and whether
regulations for foreign investment will require environmentally re-
sponsible development. While not optimistic that the environment
will be a top priority due to the poar economic situation, Philip
Pryde argues that the environment should not be neglected fur-
ther. He writes that, “[I}t must be understood that there is no such
thing as a healthy economy built on top of a polluted environment,
and that environmental degradation is merely the postponement of
necessary costs of production, often at the cost of public health.”

THE SCIENCE AND TRANSPORTATION SECTORS

The Soviet Union had more scientists and engineers, per million
population, than any other country, and some areas such as funda-
mental science, military and space research are world class, accord-
ing to William Boesman. For the most part these scientists and
their facilities are located in Russia. This endowment of scientists
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and engineers provides both a domestic resource for economic de-
velopment and a rich potential for foreign investment and trade.
Boesman contends that the most serious problem facing science
. and technology in the former Soviet Union today is the lack of suf-
ficient funds. The general economic decline is compounded by a re-
duction in the military share of the budget, which historically was
the largest financial supporter of science and technology. While the
current number of scientists and engineers may not be supportable
in a market environment, excessive cutbacks could lead to the sale
of sensitive military technology and the emigration of personnel ca-
pable of assisting weapons programs in states opposed to the inter-
ests of the West. Scientific facilities are deteriorating and the po-
tential is for large numbers of scientists to emigrate, which would
haYle a negative impact on domestic economic transformation as
well.

U.S. scientific collaboration with the successor states aims to pre-
vent the diversion of militarily significant technology and scientists
by providing some retraining for former weapons scientists and
some supplementary activities in research and educational ex-
change programs, according to Genevieve Knezo. She is not opti-
mistic that these efforts are large enough or sufficiently well de-
signed and coordinated to stem the “brain drain” of scientists,
strengthen the scientific infrastructure in the former Soviet Union,
or take full commercial advantage of advanced technology.

Marcia Smith assesses the post-Soviet space program, which ma
offer opportunities for trade and scientific advancement throug
the purchase of space products and technologies, but also poses the
prospect of competition for commercial space launch services. In
addition, there is the concern that sales of rocket technology may
contribute to ballistic missile proliferation. While Russia is the
most important successor state, with 80 percent of the scientific
and manufacturing personnel and infrastructure for space, Ka-
zakhstan and Ukraine are also important. Kazakhstan is the loca-
tion of a launch site as well as facilities for research into space nu-
clear power and propulsion. Ukraine is the site of a major launch
vehicle factory and an important tracking station. Smith concludes
that economic problems and political instability in the former
Soviet republics may undermine their commitment to continue the
space program if it cannot be made economically viable.

Strong laws to enforce patent rights and protect intellectual
property will be important for economic development and invest-
ment in the former Soviet Union. K. Malfliet points out that imple-
mentation of such legal protection is uncertain and the potential
exists for 15 separate patent structures with the added obstacle of
national language translations for each new state. However, an
agreement of December 1991 among Russia, Ukraine, Armenia, Be-
larus, Moldova, and Tadjikistan provides for some provisional
interstate patent coordination until a permanent system is estab-
lished. There is some continuity with the previous system, as
Russia has succeeded the U.S.S.R. in the World Intellectual Proper-
ty Organization and has taken over the offices of Gospatent, the
U.S.S.R. state patent office.

Holland Hunter describés a transportation system that provides
poor passenger service and inefficient freight service, suffers from
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a deteriorating infrastructure of undermaintained railways and
railcars, a declining stock of usable trucks and tractors, an overage
merchant fleet that is increasingly unseaworthy and many decrepit
ports. Of course there is great variation in the density of transport
services such as hard surfaced roads and the railway network
across the expanse of the former Soviet Union. For much of the
former U.S.S.R. the population density is sparse and distances be-
tween population centers are long. This creates additional expenses
for the transportation of goods between these areas, and implies
that for the near term commercial relations may be most rational-
ly fostered with neighboring areas. Shortages of key inputs for the
transport sector such as fuel, steel, and spare parts, which have
historically been a problem, have become more severe since 1988.
This problem is partially the result of the erosion of the central
command and the rise of regional autonomy. Additional problems
may arise as republics seek to take control of rail lines, cars, termi-
nals, and service facilities on their territories. Hunter indicates
that improvement in freight traffic efficiency would result from the
adoption of procedures such as cleaning coal before transporting it,
cleaning and drying grain before transport, and introducing multi-
modal container transport as in the West.
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In the long history of petroleum production in Russia and the
Commonwealth of Independent States (CIS), a normal development
progression has occurred in which several prolific petroleum prov-
inces have been discovered in sequence, have become dominant pro-
ducers and then declined. The present drop in oil output from this
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its large older fields, but also is due to recently reduced capital in-
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In the process, the oil resource base has been “high -graded” with
much of the “easy” oil having been discovered and produced.

The exploration for and development of the remaining oil will be
technically more difficult, since the new fields are likely to be
smaller and in more unfavorable environments than those exploit-
- ed in the past. In the short term, Russian and CIS oil output is ex-
pected to decline significantly. Political and economic instability,
labor unrest, and ethnic strife are contributing to the decline, a
problem not amenable to solution by foreign oil companies. Eventu-
ally, with outside technical and financial assistance, oil output may
recover, but not necessarily to previous peak levels.

Russian and CIS natural gas production, which also leads the
world, declined slightly last year for the first time since World War
11, despite a huge gas resource base. Gas supply problems are relat-
ed to the current economic and political instability, the ethnic
unrest, and the disintegrating gas infrastricture, rather than to a
lack of gas reserves or resources. -

Oil and gas production is critical to the CIS, both for internal use
and for exports to earn hard currency.

HisTtoricAL OVERVIEW: OIL AND GAS DEVELOPMENT
- THROUGH THE 1980s

Russia and oil are intertwined. The history of the vast region
that was the Soviet Union is linked to the great petroleum accumu-
lations that have been exploited over the centuries. Early petrole-
um utilization is associated with the Baku region of Azerbaijan.
This is the location of the eternal pillars of fire worshiped by the
Zoroastrians, which were seepages of natural gas that had ignited.
Marco Polo, in the thirteenth century, noted the oil seeps in the
area that produced a substance good to burn, but not to eat.

THE CZAR’S PETROLEUM

Russian interest in petroleum intensified in the eighteenth cen-
tury when expeditions from the St. Petersburg Imperial Academy
of Science reported on Baku oil, and was further heightened in the
early nineteenth century when the war with Persia brought most
of the oil areas of the Caucasus under Russian sovereignty. In
Baku, the czarist administration had a monopoly on oil exploita-
tion, but its operations were inefficient. By the 1870s, however, the
‘government monopoly was abolished and the Baku area was
opened to competitive private enterprise. The result was an explo-
- sion of entrepreneurship.! Wells were drilled and discoveries made.
By 1873 more than 20 small refineries were in business.

The great oil fields that made Russia a major oil producer in the
last century were associated with the foothills region of the Cauca-
sus Mountains, generally on the northern flank.2 The tremendous
yields of some of the early wells attracted important financial in-
terests. In the search for foreign markets, a railroad was construct-
ed west from Baku over the Caucasus to Batum, a port on the

1 Yergin, Daniel. -The Prize: The Epic Quest for Oil, Money, and Power. Simon & Schuster,
New York, 1991,I})p. 57-58.

2 Tiratsoo, E. N. Qilfields of the World. Third Edition, Scientific Press, Ltd., Beaconsfield, Eng-
land, 1984, pp. 117-118.
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Black Sea. By 1884 crude oil production had increased dramatical-
ly; nearly 200 refineries were operating in an industrial suburb of
Baku alone.

During the 1890s the rapid rise of Russian oil production, the
struggle to establish new world markets, and the competition from
foreign interests (with a substantial amount of oil discovered in In-
donesia) led to a period known as the oil wars.

THE RUSSIAN REVOLUTION

At the turn of the century, in 1901, Russian oil output reached
84.5 million barrels (mb), 81 mb of which was from Azerbaijan.3
Geological conditions were favorable for the rapid increase of pro-
duction as relatively large fields were found close to the surface.
The expansion, however, was not constant. With the empire in tur-
moil and the region a revolutionary hotbed, the oil industry provid-
ed a training ground for a number of future Bolshevik leaders.
Strikes and worker agitation, a massive earthquake, and other
social upheavals led to chaotic and haphazard drilling and produc-
tion practices. Production capacity declined in the damaged fields
around Baku, and Russian oil production, despite new discoveries,
became unprofitable. Between 1904 and 1913 the Russian share of
world oil exports fell from almost a third to less than 10 percent.

The czarist regime collapsed early in 1917 as World War I was
being fought with machines powered by oil. The Germans hoped to
control Baku to obtain much-needed oil for their war effort. In 1918
they ended hostilities with revolutionary Russia, but their allies,
the Ottoman Turks, advanced on Baku. The Germans offered to try
to restrain the Turks in exchange for oil. But the war dragged on,
and the Germans did not obtain the oil in time to help their war
machine. An exhausted Germany had ample iron and coal, but the
victorious allies had oil. Russian oil production in 1918 was 27.2
million barrels (mb).

SOVIET PETROLEUM AND GAS FIELDS

Following World War I the Communist regime, beset with eco-
nomic chaos and famine and in desperate need of foreign capital,
announced a policy of offering concessions to foreign investors. Re-
vitalized by infusions of Western technology, annual oil production
in 1930 topped 100 mb. In the 1930s the growing volume of low-cost
Soviet o0il entered a saturated world oil market, but normal com-
mercial considerations did not apply as the Soviets attempted to
earn as much foreign currency as possible to buy machinery for in-
dustrialization.

As World War II began, many factors influenced Hitler’s decision
to attack the Soviet Union, but the central issue was oil. In 1940
Soviet oil production reached 223 mb, 163 mb of which came from
the Baku region.* In the early 1940s, as the Germans drove
through Russia major objectives were the Baku and Groznyy oil
fields. The German army was stopped short of its goal and as the
war ended, was reduced to having teams of oxen pull its trucks. Al-

3 Elliot, Iain F. The Soviet Energy Balance. Praeger Publishers, New York, 1974, pp. 69-70.
4 Dienes, Leslie, and Theodore . The Soviet Energy System: Resource Use and Policies.
V. H. Winston & Sons, Washington, D.C. and John Wiley & Sons, New York, 1979, p. 50.
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though the Baku and Groznyy fields were not occupied during
World War II, wartime exploration lagged and oil production even-
tually declined. In 1945, 155 mb were produced.

In an effort to restore production following the war, the Soviets
began exploration and development in the Caspian Sea. However,
offshore oil development in the Baku region was not able to com-
pensate for declining onshore production, and total Azerbaijan oil
output continued to fall. As time has gone on, exploration for and
development of remaining oil has become technically more diffi-
cult, since new fields are likely to be smaller and in more unfavor-
able environments than those exploited in the past.

Specifically, there have been a number of problems in the Baku
region that adversely affected oil production in the 1980s: techno- -
logical shortcomings and a continuing shortage of spare parts and
equipment; fires and pipeline ruptures; and ethnic violence that
disrupted the area’s petroleum equipment manufacturing industry,
refineries, petrochemical plants, and oil fields. Due to the violence
and oil worker strikes, pipeline deliveries of crude oil from Groznyy
and tanker shipments across the Caspian Sea were sharply reduced
and Azerbaijan’s oil output plummeted.> Baku and Groznyy cur-
rently provide only a small fraction of total Soviet oil production.

The gas fields of the Caucasus also have declined. In the late
1970s annual gas production from the important fields in the Stav-
ropol and Krasnodar region was about 1.8 trillion cubic feet, and
by the late 1980s it had further declined to about 765 billion cubic
feet.

Expansion of oil production in the Volga-Urals region began to
compensate for the declining Caucasus oil fields in the mid-1960s,
but by the late 1980s, this region also became began to be depleted
and production declined. The region is also rich in natural gas,
however, and production has increased, yielding a huge gas re-
source base. Volga-Urals gas is accessible to industrial users and is
exported to Europe. Throughout the 1980s annual gas production
was about 2.4 trillion cubic feet.

Intensive exploration in West Siberia in the 1960s and 1970s led
to gas and oil discoveries, and the region has been developed to in-
crease production considerably. Other areas with petroleum and
gas potential include the Timan-Pechora region north of the Volga-
Urals on the Barents Sea (the Komi Republic), East Siberia, Cen-
tral Asia (Kazakhstan, Turkmenistan, Uzbekistan, and Tadzhikis-
- tan), and Ukraine. Oil accumulations in smaller quantities have
been recovered on the Kamchatka Peninsula and Sakhalin Island.

GLASNOST AND PERESTROIKA

In 1977, the U.S. Central Intelligence Agency projected that
Soviet oil output would peak no later than the early 1980s, al-
though most other observers had not yet recognized existing Soviet
oil industry problems.® The CIA based its analysis on the premise

8 “Civil Strife Worsens USSR’s Petroleum Situation.” Oil and Gas Journal, January 22, 1990,

p. 29.
;Prospects for Soviet Oil Production. Central Intelligence Agency, ER 77-10270, April 1977,

_p‘
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that large new oil fields could not be found quickly enough to pro-
vide sufficient reserves to sustain production and that the fields
that provided most of the Soviet oil output were experiencing
severe water encroachment. The Soviet government, however, was
aware of the problems, and, perhaps even stimulated by the CIA
assessment, acted vigorously. Leonid Brezhnev ordered that most
oil industry resources be shifted to West Siberia along with addi-
tional money, manpower, and equipment. Soviet investment in oil
‘more than doubled between 1976 and 1983 as did Ministry of Oil
drilling nationwide. The petroleum industry accounted for 13 per-
cent of total Soviet capital investment in 1980, some $11 billion. As
a result, the production decline projected by the CIA did not occur
as anticipated. Instead, yearly oil production increased from 3.833
billion barrels (bb) in 1976 to 4.398 bb in 1980, although estimated
reserves declined from 78.1 bb to 63.0 bb. Production in 1981 was
4.409 bb, 4.453 bb in 1982, and 4.522 bb in 1983. The U.S.S.R. des-
perately needed the oil to continue its exports of some 1.8 million
barrels per day (mb/d) to satellite countries and 1.7 mb/d to the
West (which earned about $25 billion in 1983). - .
Much of the emergency effort concerned drilling and almost all
of the drilling was for development rather than for exploration.”
The drilling of 25,000 new production wells in West Siberia was
mandated. Waterflooding (in which large volumes of water are in-
jected at high pressure in the oil recovery process) also was in-
creased to include about 230 fields that, together, accounted for
over 85 percent of total Soviet oil output. While generally success-
ful, the water displaced the oil in some wells, resulting in a de-
crease in productivity. The huge increase in development drilling
put off the production decline for three years. The CIA had under-
estimated Soviet determination to prevent, at all costs, a decline in
oil production, but the essence of the CIA analysis was sound. The
decline (the first since World War II) came in 1984, with the pro-
duction of 4.464 bb of oil. It continued into 1985, as Soviet output
fell to 4.345 bb, less than in 1980. By 1985, estimated proved oil re-
serves had declined to 61.0 bb.
_ Then Mikhail Gorbachev came to power and promised a new
deal: glasnost (openness) and perestroika (restructuring). Gorbachev
visited the West Siberia oil region in September, 1985. His visit re-
sulted in the early retirement of a number of oil industry manag-
ers and party bosses. He stated: “It has now become clear that the
time of golden gushers, of easy oil is coming to an end. It is neces-
sary to switch to forced extraction of oil, to move to more difficult
areas with fields providing lower yields and to develop more com-
plex deposits. ... management organizations in Tyumen province
... decided to compensate for their own shortcomings by increasing
the producing burden on giant fields.” 8 Tyumen Province pro-
duced about 22 bb of oil between 1964 and 1985, but about half of
this output came from the super-giant Samotlor field, which was. in
decline. Initially, there was more glasnost than perestroika. De-
spite this candor, Gorbachev adopted tactics similar to those previ-

7 Gustafson, Thane. “The Origins of the Soviet Oil Crisis, 1970-1985.” Soviet Economy, April-
June, 1985, p. 103-146.
8 “Gorhacﬂev Cites W. Siberia’s Woes.” Oil and Gas Journal, October 7, 1985, p. 66.
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ously used by Brezhnev to increase oil production. Once again, oil
output was temporarily rescued from a crisis by massive invest-
ment in development activities. The Ministry of Oil spent nearly 70
percent of its $14 billion budget in West Siberia, where new field
wells were drilled, existing equipment was repaired, and shut-in
wells reactivated. In the short term, as in the Brezhnev era, the
tactics were successful. Soviet oil output increased in 1986 to 4.490
bb, but from a declining proved reserve estimated at 59.0 bb. Qil
output from West Siberia increased twice as fast as total oil output,
the region accounting for two-thirds of all oil produced. Semotlor,
however, continued to decline.

The peak came the following year. With West Siberia contribut-
ing nearly 3 bb, total 1987 production reached 4.558 bb. West Sibe-
ria’s output continued upward in 1988, to 3.022 bb, but with other
oil provinces in decline, Soviet output fell slightly to 4.554 bb. Esti-
mated proved oil reserves again declined, to 58.5 bb. The Ministry
of oil drilled 18,200 wells in 1988, 40 percent more than in 1985, but
the new discoveries most often were quite small and in complex
reservoirs. Although drilling increased, oil production declined by 3
percent in 1989, to 4.435 bb, with West Siberia’s output falling even
faster. In 1990, with the effects of natural depletion of the older
large fields becoming evident, the rate of decline quickened to over
5 percent, as 4.190 bb of oil were produced. Also, labor unrest and
ethnic violence hampered oil production.

Natural gas has fared somewhat better than oil. The gas develop-
ment policy of the U.S.S.R. favored the early exploitation of fields
located in the vicinity of industrial areas, followed by the develop-
ment of those fields in remote areas that proved large enough to
support long-distance pipelines. Between 1950 and 1970, there was
a vast increase in gas pipeline construction, as production and re-
serves continued to increase. In 1970, there were some 41,985 miles
of gas pipelines in use. Gas production was 7.069 trillion cubic feet
(tcf) from a reserve of 431.85 tcf. By the end of that decade gas pro-
duction had doubled and reserves were estimated at 900.0 tcf.
There were about 77,375 miles of gas pipelines on-line, the first
major (600-mile, 40-inch) line to transport Middle-Ob associated gas
having gone on-stream in 1977. In 1985, the Soviets completed the
last of six 56-inch gas pipelines from West Siberia to European
Russia, as natural gas production increased to 22.698 tcf from a
proved reserve estimated at 1,500.0 tcf. By 1988, gas output had
risen to 27.192 tcf, while proved reserves remained about level. De-
spite continued gains in production, the gas industry was accused
of imposing excessive production levels in Urengoy, the Soviet’s
largest producing gas field, that caused reservoir damage. It ap-
peared that the mistake of overproduction, which had led to prema-
ture reservoir deterioration in many oil fields, was being repeated
by the gas industry. Although considerable attention has been
given to utilizing associated gas, more than one-quarter (some 0.7
tcf) is flared. In 1988, this included 0.53 tcf flared in West Siberia.?

The 1989 output of 28.145 tcf was far below plan, and also repre-
sented the smallest annual production increase since 1952. The ex-

9 Fueg, Jean-Christophe. “USSR.” World Oil, August 1989, p. 85.
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plosion of the liquid petroleum gas line, which killed several hun-
dred train passengers near Ufa, deprived the gas industry of its
main pipeline used to transport West Siberia associated gas to Eu-
ropean Russia. Pipeline repair has been far behind schedule be-
cause of equipment shortages. Consequently, pipeline ruptures
have become an almost daily occurrence. In 1990, gas production
increased by only 2.2 percent (compared to an average yearly in-
crease of nearly 7 percent in the 1980s), as the new gas fields being
developed in West Siberia were mostly small. About 28.754 tcf of
gas was produced from a proved reserve 1,600.0 tcf.

TaE COMMONWEALTH OF INDEPENDENT STATES

Following a failed communist coup d’etat in August 1991, the
Soviet Union finally unraveled. On Christmas day, President Mik-
hail Gorbachev resigned and the world acknowledged the legal ex-
istence of 12 new countries (not including the three Baltic states)
and an 11-member Commonwealth of Independent States that had
been created. In 1991, oil production in Russia and the Common-
wealth (CIS) declined by more than 10 percent, to 3.760 bb from a
proved reserve estimated at 57 bb (see tables 1 and 2). The Russian
Federation produced 9.22 million barrels per day (mb/d), down
about 11 percent from the previous year. For the CIS as a whole,
the reserves/production (R/P) ratio of 15/1 represented a decline in
recovery efficiency from the 14/1 R/P ratio achieved in 1990. In
the United States, the R/P ratio is 10/1, with very intensive devel-
opment. At similar exploitation efficiency, CIS oil production would
average over 15 mb/d. Thus, Western assistance in development ef-
ficiency could result in gains in oil production. An estimated 16,000
CIS wells are reported idle due to a shortage of functioning produc-
tion equipment and some giant fields cannot be developed because
of a lack of modern technology. Also, the potential for field growth
is substantial, with inferred reserves projected at 23 bb. Western
investment and improved recovery technology may convert a por-
tion of the inferred reserves to proved reserves, making large vol-
umes of oil available for production.

In addition, there is good potential for new discoveries. Between
46 and 187 bb of undiscovered oil resources are estimated, with 101
bb the amount expected eventually to be discovered. However, this
oil will be technically more difficult and more costly to find and
recover, as the new fields mostly will be either comparatively small
or in more difficult environments. Time and capital are n
to find and exploit oil accumulations. In the United States, during
more than 100 years of intensive oil development, an average of
about 0.8 percent of the total original recoverable oil endowment
has been converted to proved reserves each year. If this level of ex-
ploitation can be achieved in the CIS, current production levels
could be sustained into the early years of the next century. This is
a resource-based projection, assuming efficient Western-style explo-
ration and development. Since conditions in the CIS oil industries
are chaotic, the current production decline is expected to become
even more severe. Because of declining oil production, exports have
had to be reduced. Oil exports peaked in 1988 at 1.498 bb and since

. have declined, to 1.349 bb in 1989 and 1.157 bb in 1990. In 1991, an
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TABLE 1. 1991 Petroleum Status.

Qil (Billions of Gas (Trillion cubic
Measure Barrels) feet)

gummulatlve Production ...........eeveeereeeeerecneees l%g . 74%!
Inferred Reserves (field %mwth; . 3 '
Undiscovered Resources {range ... 101 (46-187) 1,582 (739-2,861)
Total Petroleum Endowment............ccccecrveneees 297 3,750
1991 Production 3.760 28.619
Reserves/Production Ratio (R/Pz ................. 15/1 61/1
Potfntlal Maximum Production at R/P = 5.7 175.0

0/1
Period to which current production could  2000-2005
be sustained (with Western technology).

Number of Producin v} WellS ....oooreeeerreercrenenne 148, 900
0il production per Well............oocccoveemmccsseneens 69.17
Average Exports 2.093 (1991) b 10.668 (1990) ©

Sources: Reserve and Jaroductmn data used in this report are derived from O and Gas
Journal, December 30, 1991, p. 48; Oif and Gas Joumal, March 9, 1992, p. 25; Masters
CD., ¢t al., “Resource Constraints in Petroleum Production Potential,” Seience, July 12
1991 146-152; International Energy Statistical Review; and CIA, DI IESR 92—003
March 31, 1992 l7p

* Barrel S pe

® Millions of barrels per day.

< Billions of cubic feet per day.

TABLE 2. Estimated Oil Production and Reserves, by State, 1991.

State Production (Millions  Reserves (Billions of
of Barrels per Day) Barrels)
Russia 9.22 514
Kazakhstan and Turkmenistan ....................... 0.64 33
Azerbaijan and Armenia...........coeeeemmeererersecnes 0.23 12
Ukraine . 0.10 0.5
Uzbekistan, Kirghizia & Tadzhikistan ............. 0.06 0.3
Byelorussia and Baltic States .............ccoocoee 0.04 0.2
Georgia 0.01 0.1
Moldavia » s
Totals 10.30 51.0

Sources: Reserve and J)roductxon data used in this report are derived from OF and Gas
Journal, December 30, 1991, p. 48; Oif and Gas Journal, March 9, 1992, p. 25; Masters,
CD., et a, “Resource Constraints in Petroleum Production Potentlal o Sc/enve July 12
1991 g 146—152 International Energy Statistical Review; and CIA DI IESR 92-003
March 31, 1992, 17p

-Neghglble.

even more significant drop occurred, to 764 mb, only about half the
amount exported four years before. Although the amount of oil
shipped to the United States is minimal, the CIS is a major world
oil exporter. Thus, a significant drop in sales would have domestic
as well as international ramifications.

In 1991, CIS natural gas production declined for the first time
since the war. The decline was slight, to 28.619 tcf, and proved re-
serves increased to 1750 tcf. The gas production rate, R/P = 61/1,
indicates that many more years of near current high volume gas
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Ficure 1. CIS Crubpk O1L ProbucTiON, 1920-1991
(BILLIONS OF BARRELS)
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Source: Congressional Research Service

FIGURE 2. CIS NATURAL GAs ProbucTion, 1930-1991.
(TRILLION CUBIC FEET)
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production are possible. There is also a very significant (739-2,861
tcf) amount of gas estimated to remain undiscovered, with 1,582 tcf
the amount expected to eventually be recovered. Thus, the CIS is
well endowed with a very large natural gas resource base. Natural
gas exports have significantly increased in recent years (from 8.657
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bef/d to 10.668 bef/d), as gas has become a very important commod-
ity and a major source of hard currency. As the resource base is
sufficient to sustain the present level of gas exports well into the
next century, any potential problems with supply will be related to
the disintegrating infrastructure or to political -or ethnic unrest.

JOINT VENTURES

" The CIS may provide a significant opportunity for oil companies
seeking crude oil for their downstream operations. Lacking capital,
equipment, and technical knowledge, the CIS republics are request-
ing the international oil industry to assist in mitigating their pe-
troleum development problems by participating in joint ventures.
However, while over 50 petroleum joint ventures have been regis-
tered, less than 20 appear active and only two have progressed to
the point that crude oil has become available to the foreign partner
for export. The others are being hampered by such factors as high
and complicated excess profits taxes, export taxes, and custom fees,
and restricted access to existing pipeline systems. Also, a recent
value-added tax plus runaway inflation have greatly increased pro-
duction costs, which are largely ruble based. The oil companies
need to insure that the rate of return is commensurate with the
risks and the ventures are competitive with other opportunities
around the world. Thus, it is necessary that the recovered petrole-
um be sold at market prices for convertible currency.

White Nights is a joint venture one-half of which is owned by
VNG, a Russian enterprise, and one-half by Anglo-Suisse and
Phibro Energy, Inc., of the United States. The venture began oper-
ations in April 1991, with a program of well workovers, redevelop-
ment drilling, and horizontal wells in the West Varyegan and Ta-
grinsk oil fields in West Siberia. Using more advanced production
techniques, increased production has been achieved from the two
fields, but oil shipments have been quite small, below 50,000 bar-
rels per day (b/d). In spite of the initial success of the venture it
has been attacked in Pravda for “plundering Russia’s underground
riches” and -has been forced to use Russian rather than U.S. drill-
ing contractors.!® The second operational joint venture is con-
trolled by Royal Dutch/Shell and Canadian Fracmaster. Current
production may average around 15,000 b/d.

In May 1992, after two years of negotiations, Chevron signed an
agreement with the Kazakhstan Republic to develop the giant
Tengiz field and the adjacent Korolev field. Special development
technology will be required because of a high content of toxic hy-
drogen sulfide gas. The venture is expected to cost the partners $20
billion over the next 40 years. Chevron will have a 50 percent in-
terest, but Kazakhstan will receive 80 percent of the income, after
Chevron pays taxes and royalties on its share. The Tengiz project
was generally viewed as a test case for foreign ventures in the
Soviet Union prior to the collapse of the Communist regime. It
became an object of intense contention between reformers and
hardline Communists. The key issues were the division of revenue
and jurisdictional authority between Moscow and Kazakhstan. The

10 “White Nights Rebuts Pravda Claims.” Oil and Gas Journal, March 23, 1992, p. 130-131.
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collapse of the Soviet Union left Chevron to deal only with Kazakh-
stan. ' ,

Amoco is involved in a joint venture to develop the huge Azeri
gas field, located in the center of the Caspian Sea. This project, like
Tengiz, ‘will be very ‘capital-intensive and require advanced recov-
ery technology. Conoco is leading an international consortium to
develop the massive Shtokmanouskoye gas and condensate accumu-
lation located in the Barents Sea off the Kola Peninsula. Marathon
Oil, McDermott International, and Mitsui have signed a long-de-
layed agreement to conduct a feasibility study of oil field develop-
ment off Sakhalin Island in the Russian Far East. -

The French oil companies (Total and EIf Aquitaine) have recent-
ly taken the initiative in promoting major onshore petroleum joint
ventures in the CIS, while attempting to allay CIS fears of foreign
exploitation. Izvestia has explained that Total and Elf will provide
the Commonwealth with more oil and also will increase govern- .
ment revenues, giving the CIS a better chance of avoiding economic
catastrophe. Total and EIf have openly discussed their plans, in
contrast to the secrecy practiced by many other foreign firms,
while at the same time bluntly criticizing Russian bureaucratic
barriers. Total’s major joint venture is a several-year effort to in-
crease oil production from the super-giant Romashkino field in the
Volga-Urals. The first incremental production increase is expected
this year from the field that is now about 85 percent depleted.
Total also has signed an agreement to increase oil production in
the Komi Republic, a 25 to 30 year venture that may cost over $1
billion. Other Total joint ventures are in Tyumen Province, Azer-
baijan, and Kazakhstan. EIf plans to invest about $1 billion in ex-
ploring areas in the Volga-Urals and Kazakhstan.!!

Other U.S. ventures are of a more general nature. The Universi-
ty of Houston Law Center has assisted Russian officials develop an
underground resource code and is working on oil and natural gas
legislation that is compatible with world practice. Professional Geo-
physics of Houston, Texas, will provide seismic data acquisition and
data processing services to foreign oil companies working in Rus-
sian territory.

CONCLUSIONS

The recent decline in Russian and Commonwealth oil and gas
production can partially be attributed to reduced capital invest-
ment and reliance on outdated and inefficient exploration and pro-
duction technology. Such problems can be ameliorated by joint ven-
tures with foreign oil companies. However, political and economic
instability, labor unrest, and ethnic violence also are hampering
petroleum output. Such problems are not amenable to solution by
foreign oil companies. Russia and the Commonwealth have a long
history of successful oil and gas production in a variety of geologic
basins, including some of the most prolific in the world. With a
drilling rig fleet more than twice the size of that of the United
States, the CIS has been systematically explored. Discoveries have

11 “French Companies Lead the Pack in Promoting C.LS. Joint Ventures.” Oil and Gas Jour-
nal,sApril 6, 1992, p. 44-48. and “Elf Blows Past Chevron in Kazakhstan.” World Oil, April 1992,
15.
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been made throughout this vast region without regard to climate
or geography. Giant oil and gas fields have been found above the
Arctic Circle, beneath the Caspian Sea, on the continental shelves,
and in the Central Asian deserts. Given the intensity of explora-
tion over a long period of time and the fact that no region has been
off limits to drilling, most of the very large fields have probably al-
ready been discovered. While there is a significant amount of petro-
leum thought to remain undiscovered, it likely to be reservoired in
smaller fields that, while numerous, will be more difficult to find
and develop than were the giants of the past.

Development has also been very intensive. The CIS has led the
world in oil output since 1974 and in natural gas production since
1983, often by a wide margin. Both Brezhnev and Gorbachev real-
ized the critical importance of high level petroleum output and mo-
bilized major efforts to sustain the industry. Both efforts concen-
trated on output and included enhanced oil recovery projects,
which now account for about 2 percent of production. They were
successful in the short-term, but production has been so high for so
long that sustaining it, even with foreign oil company assistance,
will become ever more difficult. The petroleum resource base has
been ‘“high graded,” with a large proportion of the “easy” oil and
gas already discovered and produced. As the smaller oil fields are
developed, the number of fields in production has increased (from
856 to 1,099 between 1986 and 1990), but the output from 80 per-
cent of these fields is declining. The policy to maximize oil produc-
tion in the short-term often resulted in improper reservoir manage-
ment and severe reservoir damage, putting additional recovery at
risk. With most of the older, larger fields in decline, 0il production
in the CIS is expected to continue to drop significantly. In 1992 it
has slipped to about 9.6 mb/d, but exports were above last year’s
average. There is some concern that the inability to get shut-in
wells back on-stream and the lack of drilling equipment could
result in a decline to below 9 mb/d by the end of the year. Eventu-
ally, with outside help, CIS oil production may, at least partially,
recover, but not necessarily to previous peak levels. Gas production
has slightly decreased, although the CIS is endowed with a very
large natural gas resource base. Thus, for many years, future
supply problems will be related to the disintegrating infrastructure
or to political or ethnic unrest, rather than to a lack of gas re-
serves or resources.
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Figure 3. LocaTioNs oF MaJor Sovier OiL PrRoviNcEs, 1991.
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ArPENDIX A. CIS SUPER-GIANT * AND GIANT O1L AND Gas FIELDS,
1870 To PRESENT

(Listed in order of size, from largest to smallest)

0il Gas
Baku/Caucasus/Azerbaijan/Kazakhstan
Malgobek (1915) Severo Stavropol (1950)
Balakhano (1896) Maykop (1909)
Bibieybatskoye (1871) Tul’skiy (1969)

Neftyanyye Kamni (1949) Bakhar (1968)
Sangachaly-Duvannyy (1963)

Tenglz (1979)
Uzen’skoye (1961)
Zhetybayskoye (1961)
ura.khanskoie (1870)
Anastasiyevsko (1953)
Peschanyy More (1952)
Starogroznenskoye (1893)
Karachukhur (1920)
Ozeksuatskoye (1953)
Azeri (1987)
Volga-Urals
Romashkino * (1948) Orenburg * (1966)
Arlanskoye (1955) Mazunin (1960)
Mukhanovskoye (1945) Korobkovskoye (1949)
Novo Elkhov (1955)
Shkapovskoye (1944)
Tuymazy (1937)
Kuleshovskoye (1958)
Yarino (1954)
Komi
Usinskoye (1962) Kyrtaiol’skoye * (1970)
Yozey (1972) Vuktyl’skoye (1964)
Usanovskoye (1963) Layavozhskoye (1965)
Central Asia
Kotur Tepe (1956) Dauletabad * (1976)
Cheleken (1965) Shatlyskoye * (1968)
Gazlinskoye (1956)
Bagadzhin (1971)
Shurtanskoye (1976)
Kirpichlin (1972)
Naipskoye (1970)
Achakskoye (1966) -
Kandymoskoye (1967)
Gugurtlinskoye (1965)
Zevardin (1968)
Urtabulakskoye (1963)
Uchkyrskoye (1961)

Beurdeshik (1969)
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ApPPENDIX A. CIS SUPER-GIANT * AND GIANT O1L AND GAS FIELDS,
1870 To PRESENT—CONTINUED

(Listed in order of size, from largest to smallest)

oil
Ukraine
Prilukskoye (1959)

East Siberia

West Siberia
Samotlor * (1965)
Fedorovskoye (1971) .
Sovetskoye (1962)
Ust’bakykskoye (1961)
Zapadno-Surgutskoye (1962)
Mamontorskoye (1965)
Yuzhno Cheremshanskoye

(1969)

Megionskoye (1961)
Bolshoye Chernogor (1970)
Pokachev (1970)
Agan (1966)
Severo Varyegan (1971)
Salymskoye (1963)
Russkoye (1968)
Vat’yegan (1971)
Kholmogor (1973)

Gas

Shebelinka (1950)
Zapadno (1968)
Yefremovskoye (1965)
Glynsko (1958)

Sredrebotnobin (1970)
Verkhue (1975)
Sredue Vilyuy
Maastakh (1967)

Urengoy * (1966)
Yamburg * (1969)
Bovanenkovo * (1971) -
Zapolyarnoye * (1965)
Arkticheskoye * (1968)
Kytaiol’skoye * (1970)
Medvezh'ye * (1967)

Kharasaveyskoye * (1974)
Kruzernshtern * (1976)
Severo Urengoy * (1971)
Sema Kovskoye (1971)
Komsomolskoye (1966)
Yamsovey Tyumen (1970)
Yubileynoye Tyumen (1968)
Messoyakhskoye (1967)
Vyngapurovskoye (1968)
Yuzhno Russkoye (1968)
Yuzhno Samburg (1978)
Sredneyamal’skoye (1970)
Pelyatkinskoye (1969)
Palyanovo (1972)

Lyantor (1966)
Myl’dzhino (1964)
Antipayutin (1978)
Novoportovskoye (1964)
Tazovskoye (1964)

Severo Komsomol (1969)
Vostoclmo Tarkosalin (1971)
Gydan (1978)
Nakhodkinskoye (1974)
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APPENDIX A. CIS SUPER-GIANT * AND GIANT OIL AND GAS FIELDS,
1870 To PRESENT—CONTINUED

(Listed in order of size, from largest to smallest)

0Oil Gas

Neytin (1975)

Kharvutin (1976)
Kazanskoye (1967)
Luginetskoye (1967)

Nyda (1967)
Yetypurovskoye (1971)
Zapadno Tarkosalin (1972)
Yuzhnotambey (1974)
Verkhnepurpey (1976)

* Super-giant fields originally contained the equivalent of at
least 5 billion barrels of recoverable oil or 30 trillion cubic feet
of recoverable natural gas.

Giant fields originally contained the equivalent of 500 mil-
lion to 5 billion barrels of recoverable oil or 3 to 30 trillion
cubic feet of recoverable natural gas.

Source: Congressional Research Service.
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SUMMARY

Overall energy production exceeds the aggregate domestic con-
sumption of the Commonwealth of Independent States (CIS) and
.Georgia, but all the former Soviet republics face rocky energy fu-
tures. Qil production is falling sharply in Russia, natural gas pro-
duction is down in Turkmenistan, coal output is declining in Russia
and Ukraine, and many CIS states face problems in their electric
power industries. These production problems will lead to increased
frictions between states with energy surpluses and those dependent
on imports. :

Nevertheless, the web of interdependencies spun by decades of
Soviet planning will keep the energy sectors of the republics entan-

* Jeffrey W. Schneider is an Analyst with the Office of Slavic and Eurasian Analysis, Central
Intelligence Agency.
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gled; no republic will be able to implement energy policies in isola-
tion from its former Union partners. Russian economic reforms,
which include the sharp price increases for energy of May 1992 and
plans for freeing energy prices in the future, will adversely affect
the terms of trade of the energy-importing republics. As energy ex-
porting republics such as Turkmenistan, Azerbaijan, and Uzbekis-
tan follow Russia’s price lead, republics that import most of the
energy they consume—especially Moldova, Armenia, and Georgia—
will be the hardest hit.

Among the large republics, Ukraine is in the most difficult situa-
tion because of its rapidly falling coal production, shrinking elec-
tric power generation capacity, and its need to import large
amounts of increasingly expensive oil and gas. Even energy-rich
Russia remains dependent on its former union partners for access
to international markets, energy equipment, the integrity of its
electric power grid, and uranium for its nuclear power program.
Throughout the CIS economies, the iron and steel and electric
power industries are the most affected by the upheavals in the
energy sectors of the republics.

OVERALL TRENDS

Energy production in the former Soviet republics declined by
about 6 percent in 1991 as a result of the maturation of the re-
source base, investment cuts, equipment supply disruptions, worker
strikes, and general economic chaos. Lower output of oil and coal
accounted for most of the decline in total energy, while supplies of
natural gas and electric power were stagnant. Although the repub-
lics collectively continue to produce more energy than they con-
sume, disruptions of traditional economic ties have forced political
leaders of the successor states, many of whom are inexperienced in
economic and energy matters, to grapple with energy uncertainties
the likes of which were seldom experienced under the old Soviet
system.

The collapse of the U.S.S.R. has clearly left Russia in the domi-
nant energy position among the former Union republics (Figure 1).
All the former Soviet republics except Turkmenistan and Azerbai-
jan are dependent on Russia for significant portions of their energy
supplies, and their economies long were based on artificially low
prices for Russian energy (Table 1). Russia, however, is no longer
willing to subsidize its former union partners. While eager to main-
tain amicable relations with other republics, Russia’s leadership
now is playing the energy card both to improve the welfare of its
citizens and to achieve other policy goals. Moreover, the Russian
government probably will have a strong incentive to maintain criti-
cally needed hard currency exports by reducing oil deliveries to
states within the CIS. The non-Russian republics are also being af-
fected by Russia’s efforts to reform its energy sector, particularly
by policies to increase and eventually free energy prices and to
allow Russian producers greater latitude to dispose of their output.
Such reforms could decrease the amount of energy available for im-
porting republics unable or unwilling to compete with hard curren-

' cy buyers.
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FIGURE 1. Energy Output in the Soviet Union and Russia, 1985-1991

Output Source 1985 1986 1987 1988 1989 1930 1991
Qil (million barrels per day)

USSR 119 123 125 125 121 114 103
Russia 108 112 114 114 110 103 9.2
Natural gas (billion cubic meters)

USSR 643 686 727 770 79 815 810
Russia 462 503 544 590 616 640 643
Coal (million metric tons)

USSR 726 751 760 772 740 703 629
Russia 395 408 415 425 410 395 353

A Electric power (billion kilowatt-hours)
US.S.R. ' 1544 1599 1665 1705 1,722 1728 1,645
Russia 962 1,001 1,047 1066 1077 1082 1,046

Source: Official Soviet data.

The decline in production has been compounded by the deteriora-
tion of the distribution and delivery system throughout the CIS
and Georgia. The perennial shortages that characterized the
U.S.S.R. have been aggravated since the collapse of Soviet power by
the confusion that has resulted from the incomplete replacement of
bureaucratic directives by market methods. Remnants of the cen-
tral distribution system continue to provide priority supplies to tra-
ditional customers even when demand for their goods and services
has fallen sharply. Meanwhile, smaller and weaker energy users
who lack bureaucratic clout are left to fend for themselves, and
new sources of supply outside bureaucratic channels such as com-
modity exchanges and licensed private retailers are relatively un-
developed and incapable of satisfying all of the new demand. The
resulting maldistribution of energy supplies has led to hoarding,
bartering, and black marketeering, and has caused energy con-
sumption to remain high despite the reduction in industrial activi-
ty throughout the CIS. In 1991, for example, CIS GNP dropped a
reported 17 percent, but oil consumption dropped only 2 percent.

The next few years should witness a contraction of energy use in
all the republics of the CIS and in Georgia as energy prices rise
and economic activity falls or stagnates. Higher oil prices and the
continued drop in Russian oil output will lead to reduced oil con-
sumption and prompt some energy consumers to switch to still
plentiful natural gas, although here too, the major gas exporting
republics—Russia and Turkmenistan—have begun driving harder
bargains. Energy importing republics will also look to diversify
energy suppliers, develop their own energy resources, and imple-
ment conservation measures. The energy rich republics, mean-
while, will find that the disastrous policies of past Soviet misman-
agement will entail increasing expenditures to rebuild their energy
industries.
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TABLE 1. Relative Energy Self-Sufficiency of the CIS Republics and
Georgia During the Soviet Period: Ratio of Indigenous Energy
Production to Consumption, 1990 *

Republic + Ratio
Turkmenistan 585
Russia 140
Kazakhstan 120
Azerbaijan 110
Uzbekistan 80 !
Ukraine 60
Tajikistan 55
- Kyrgyzstan 45
Georgia 20
Byelarus 5
Armenia <5
Moldova <l

Source: Official Soviet data.

1This ratio should not be interpreted literally as a measure of a republic’s
ability to do without imports. A given republic might produce more than it
consumes overall, but still need to import specific of energy products.
Ruslsia, for example, produces enough oil and gas to export, but must import
coal.

SITUATION IN THE ENERGY SECTORS
OIL

Oil production in the former Soviet republics declined by about
10 percent in 1991; An even steeper decline is in store for 1992. It
appears that overall output in 1992, however, will still be sufficient
to cover the energy needs of the former Soviet republics if the
major oil-producing republics—Azerbaijan, Kazakhstan, and most
importantly Russia, which accounts for about 90 percent of CIS oil
output—maintain interrepublic deliveries at or near agreed levels.
Major oil consumers in the CIS and Georgia are the transportation
sector, agriculture, and electric power generation.

The maturation and overproduction of Russian oilfields during
the 1980s are the primary causes of the current difficulties. The
former Soviet Union’s myopic policies—particularly the emphasis
on high rates of current production at the expense of total recov-
ery—have caused Russian oil production to fall markedly since it
reached a peak output of 11.4 million barrels per day (b/d) in 1987.
Although a decline in oil production is inevitable over the next few
years, the rate of decline probably could be moderated by a transi-
tion to Western methods of project management coupled with im-
ports of Western equipment to develop small fields, boost drilling,
and reduce the maintenance backlogs that have idled several thou-
sand oilwells.

Large-scale participation by international firms, however, will re-
quire the creation of new working relationships in Russia. The
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days when a central ministry could dictate a plan of action to the
industry are over. Oil production associations and, in some cases,
the local governments of oil-producing regions now determine pro-
duction policy in their areas and control a substantial portion of
the hard currency that would be needed to acquire Western oilfield
services. Moreover, many producers, local authorities, and republic
officials are averse to large-scale Western participation because of
traditional suspicion of foreigners, a low level of understanding of
market economics and international business practices, and a fear
that Western firms will displace Russian workers and suppliers.

0Oil production in the two other significant oil-producing repub-
lics—Kazakhstan and Azerbaijan—is essentially stagnant at
present, but both republics have substantial reserves that can be
developed with Western technology. The agreement Kazakhstan
signed with Chevron in May 1992 to develop the technically chal-
lenging Tengiz oilfield could, if successful, double the republic’s oil
output around the turn of the century. Similarly, Azerbaijan's
award of an offshore tract in the promising South Caspian Sea to
Amoco in 1991 could significantly boost that republic’s oil produc-
tion in years to come.

NATURAL GAS

Natural gas production in the former Soviet Union declined
slightly in 1991, although Russian production—which accounted for
almost 80 percent of Soviet production—registered a small in-
crease. Turkmenistan, Uzbekistan, and Ukraine account for most
of the remaining production. Physical output of natural gas in 1992
will be about the same as in 1991. It should be sufficient to satisfy
aggregate demand in the former Soviet republics and maintain ex-
ports to Europe. Shortages could result, however, from problems
unrelated to production, including trade disputes between republics
such as the disagreement in ‘early 1992 between Turkmenistan and
Ukraine as a result of which Turkmenistan halted natural gas de-
liveries to Ukraine.

Gas supply is especially important for the electric power and
heat sector, which relies on gas for over half of its fuel. Gas is also
important to producers of iron and steel, chemicals, and building
materials such as cement, glass, and prefabricated concrete. In ad-
dition, 80 percent of the former Union’s population rely on gas for
home heating or cooking. Republics that rely on imported gas to
satisfy over 25 percent of their total energy needs include Ukraine,
Georgia, Armenia, and Moldova. In general, the southern tier
states of Central Asia and the Transcaucasus depend primarily on
gas imports from Turkmenistan, while the European republics of
Ukraine, Byelarus, and Moldova receive the bulk of their gas im-
ports from Russia.

Although the gas industry is in better shape than the rest of the
energy sector, it too has suffered from investment cuts and heavy
taxes, gasfield equipment shortages, and skyrocketing increases in
maintenance requirements on trunk pipelines. In coming years, the
gas industry needs to achieve more thorough recovery and process-
ing of gas condensates, to rebuild the entire natural gas pipeline
system and its compressor stations to improve reliability and effi-
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ciency, to improve operations in Arctic regions with harsh climates
and fragile ecologies, and to meter its customers to reduce con-
sumption and encourage more efficient energy usage.

COAL

Coal production in the former Soviet republics declined by about
11 percent in 1991. About 55 percent of coal output came from
Russia; Ukraine and Kazakhstan accounted for most of the remain-
der. As with oil -and natural gas, coal output remains sufficient to
satisfy overall domestic demand and to allow for international ex-
ports as well. The quality of coal has continued to decline, however.
In addition periodic labor strikes and work stoppages often inter-
rupt normal stockpiling efforts and have made deliveries increas-
ingly unreliable.

The trouble in the coal industry is especially threatening to the
electric power industry, which relies on coal for 24 percent of its
energy, and to iron and steel producers, who consume over a quar-
ter of all the coal produced in the former U.S.S.R. Russia, although
the largest producer, must still import about 5 percent of the coal
it consumes. Kazakhstan and Ukraine rely on coal for over a third
of their energy needs and both produce more coal than they con-
sume. In Kyrgyzstan and Moldova, coal accounts for over a quarter
of total energy consumed, and both republics are net importers.
The other republics are less dependent on coal, but all—except for
Georgia—have to import coal from their one-time Union partners.

The coal industry is plagued by chronic material and supply
shortages, obsolete equipment, and severe environmental chal-
lenges. Russia’s Ministry of Fuel and Power has estimated that 70
percent of Russia’s coal mines are in need of radical reconstruction
and modernization. In addition to refurbishing existing facilities,
Russia also would have to open 15 million metric tons of new
mining capacity each year to stabilize coal production at current
levels. Other coal-producing republics such as Ukraine, Kazakh-
stan, Kyrgyzstan, and Georgia face similar situations.

The coal industry also has a large, militant work force that has
been in the forefront of labor movements over the past several
years and has been willing to strike to achieve political and eco-
nomic goals. Governments of coal-producing republics, therefore,
will find it difficult politically to shift the industry onto an eco-
nomically profitable and self-sustaining basis over worker opposi-
tion through the closure of uneconomic mines and the introduction
of labor-saving technology.

ELECTRIC POWER

Electric power production in the former Soviet Union declined
for the first time since World War II during 1991. Output in 1992,
while likely to be sufficient to meet the needs of most of the repub-
lics, will be inadequate to prevent “brown-outs” and intermittent
enforced conservation regimes. Widespread public opposition to
building electric power plants of any type has crippled the power
industry’s plans to expand generating capacity over the last five
years. Capacity reserves are now probably less than 4 percent—
compared to Western reserves of 25 percent—leaving little margin
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to cover breakdowns and surges in demand. In recent years elec-
tricity shortages have been especially acute in fuel-deficient areas
such as Ukraine and the countries of the Transcaucasus and in iso-
lated regions such as Russia’s Far East. When shortages do occur,
industry, which consumes over half of all electricity, generally
bears the brunt of the shortages.

Alleviating the problems of the power industry will pose major
challenges. Breakdowns in the supply chain and the disintegration
of trade relationships have caused critical shortages of spare parts
for many aging power plants. In addition, growing safety and envi-
ronmental concerns will continue to stymie power plant construc-
tion and operations, especially in the nuclear power sector. In
Ukraine, for example, concerns about the safety of the troubled
Chernobyl’ nuclear power plant prompted Kiev to shut the station
down a year ahead of schedule. If growing safety concerns prompt
the shutdown of Ukraine’s other nuclear power plants—which are
of a different design than the Chernoby!l’ plant and considered to
be safer—the state would lose one-fifth of its electricity output.
Western training and equipment could help improve safety at CIS
nuclear power plants, blunt public demands to shut down all nucle-
ar plants, and allow power officials more time to develop alterna-
tive energy sources. Overall, the power sector in the former Soviet
republics would also benefit from improved management training,
increased meter use, and adoption of Western environmental
standards. :

ENERGY SITUATION IN THE REPUBLICS

Just as the problems of the energy sector vary greatly from
branch to branch, so do they vary from republic to republic and
from region to region (see Tables 2 and 3). These differences largely
coincide with the different natural resource endowments of the
Commonwealth republics and the regions within those republics.

TABLE 2. CIS and Georgia: Energy Consumption, by Fuel Percentage of
Apparent Consumption Satisfied.

Republic 0i Gas Coal Elepc’{’r'i‘;g .
(T N 32 39 22 1
UKFAINe «....ooveererreaereane 26 35 34 4
14T JO——— 74 16 4 4
Moldova ........ocormurvceren 44 3 25 0
ATIENIA ..ovcevvrrennrerresene 33 60 2 5
Azerbaijan.........ccoeeeceneee. 48 50 — 2
(1271117 OO 21 60 5 15
Kazakhstan.............ccee.... 35 11 49 5
Kyrgyzstan......... w39 22 29 14
Tajikistan .......... w36 16 5 43
Turkmenistan ... 2 55 3 0
Uzbekistan ........cooeceeene 26 70 3 1

Source: Official Soviet data.
1 Nuclear power, hydro power, and imports.
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TABLE 3. CiS and Georgia: Oil, Gas, and Coal Balance.

Republic Crude O PRlORUN  Natural Gas Coal

TR T X X B { 0
Ukraine..........ccoovvvvnnnrenene 0 0 0 X
Byelarus.........o....ooeveeenne 0 X 0 0
Moldova .......cc...veennnee.. — 0 0 0
Armenia ...........eeevureees — 0 0 0
Azerbaijan... 0 X 0 0
Georgia ....... 0 0 0 =
Kazakhstan.............cco... X 0 0 X
Kyrgyzstan..................... — 0 0 =
Tajikistan ...........cooeene... — 0 0 0
Turkmenistan ............... X = X 0
Uzbekistan ..................... 0 0 X 0

Source: Official Soviet data.

X = Net Exporter.

0 = Net Importer.

— Does not engage in crude oil trade.
= Production equals consumption.

RUSSIA

Russia is by far the dominant force on the energy scene of the
former Soviet Union. Russia accounts for 90 percent of the oil and
gas condensates and 77 percent of the natural gas produced in the
CIS and Georgia. It was the largest producer of oil and of natural
gas combined in the world in 1991. Last year, Russia produced
crude oil and natural gas liquids at an average daily rate of 9.2
million b/d—compared to 1991 U.S. production of about 9 million
b/d and Saudi Arabian production of about 8.5 million b/d. At the
same time, Russia produced 643 billion cubic meters (bcm) of natu-
ral gas last year—compared to the 480 bcm of second place United
States and the 100 bcm of third place Canada. Russia possesses
enough refining capacity to satisfy domestic needs for petroleum
products such as gasoline, diesel fuel, and heating oil and to export
a variety of oil products.

Russia produces over half the CIS’s coal, and its 1991 output of
353 million tons of coal made it the third largest producer in the
world. Russia also has substantial primary electric power sources
(hydroelectric and nuclear) which, combined with its fossil-fuel-
fired plants, enable it to generate more electric power than it con-
sumes.

With production so much larger than domestic consumption,
Russia has enormous potential as an energy exporter. Were Russia
not to supply the needs of the other republics, it could export 3 mil-
lion b/d of oil—rivaling the best export years of the U.S.S.R.—and
almost 250 bcm of natural gas—well over twice the U.S.S.R.’s best
export total. :
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These large energy resource endowments notwithstanding, Rus-
sia’s energy sector faces serious difficulties. Oil and coal production
have been falling since 1988, and natural gas production registered
its smallest increase ever in 1991. In addition, Russia’s thermal
electric power industry needs a major overhaul and the nuclear
power industry has been stalled over safety concerns. Russian
energy producers—especially oil and gas enterprises—are heavily
dependent on other CIS republics such as Azerbaijan, Ukraine, and
Georgia for equipment, and the disruption of interstate trade has
severely retarded Russian oil and gas drilling and maintenance op-
erations. Even without interstate trade difficulties, however, CIS
and Russian equipment producers are no longer able to supply the
amount of equipment needed to maintain production at existing
oilfields, nor can they provide the advanced technology required to
exploit the new oil and gas fields that are crucial to Russia’s
energy future.

Energy shortages in Russia tend to be especially prevalent in the
North Caucasus and the Russian Far East, but all regions of Russia
are susceptible to sudden, acute shortages of specific types of
energy. Industry is very energy intensive in Russia, consuming
almost two-thirds of Russian electricity and more than a third of
total energy. Transportation is the second largest consumer of
energy in Russia, accounting for about a third of total energy, but
is underdeveloped by Western standards. Its consumption of energy
should grow throughout the decade.

THE WESTERN REPUBLICS

Ukraine is a net exporter of coal and electricity but depends on
Russia for nearly 40 percent of its energy needs. Ukraine is a
major center of energy-intensive heavy industry, including iron and
steel, machine building and metalworking, and chemicals produc-
tion. It relies on mechanized farming to produce one-fifth of the
former U.S.S.R.’s total agricultural output.

Coal from the Donets Basin in the eastern part of the republic is
the backbone of the economy, satisfying one-third of total Ukraini-
an energy demand. Ukraine produces only 10 percent of its natural
gas and 6 percent of its oil needs. Most of the remainder is import-
ed from Russia. The republic’s eight oil refineries have the com-
bined capacity to produce 85 percent of Ukrainian oil product re-
quirements, given sufficient availability of crude. The Ukrainian
electric power system consists mostly of power plants fueled by lo-
cally produced coal, but it also has five nuclear power plants that
in recent years have accounted for almost one-fourth of the elec-
tricity consumed in the republic. The shutdown of the Chernobyl’
plant in May 1992 reduced this share to about one-fifth.

Ukraine’s already tenuous energy situation has been compound-
ed in recent years by coal shortages resulting from miners strikes
and equipment shortfalls. Ukraine’s energy vulnerabilities have led
it to seek ways to lessen its dependence on allocation agreements
with the Russian government. Ukraine has concluded barter deals
directly with Russian oil producers and has successfully sought out
non-Russian oil and gas suppliers, including Iran. Ukraine is also
actively exploring ways of reducing its energy consumption
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through greater efficiency and improving its energy infrastruc-
ture—such as upgrading its refinery at Lisichansk—to make it
more efficient and responsive to domestic needs.

Byelarus produces only 8 percent of the energy it consumes, pri-
marily oil, peat, and a small quantity of natural gas. Its major
energy consumers are the chemical, agricultural machinery, elec-
tronics, machine tool, and consumer goods industries. The repub-
lic’s crop, livestock, and timber sectors use large amounts of gaso-
line and diesel fuel.

Byelarus depends on Russia for nearly all its oil and gas. Its two
large ‘oil refineries have the capacity to provide sufficient petrole-
um products to meet domestic needs and support sizable exports.
Russian crude oil deliveries in 1992, however, will be cut from
800,000 b/d to 500,000 b/d. While this should be enough to satisfy
domestic needs, it will be a major blow to Byelarus’s efforts to earn
hard currency by exporting refined products.

Virtually all the republic’s electric generating capacity is fossil-
fuel-fired, and its largest thermal power plant burns oil. Coal im-
ported from Ukraine and Poland provides 4 percent of Byelarus’s
total energy needs.

Moldova imports all of its oil, natural gas, and coal from
Ukraine and Russia. Coal is essential for its steel industry, which
also consumes over 25 percent of its electric power. The republic’s
economy is dominated by agriculture, consumer goods, and elec-
tronics production.

Petroleum products provide about 60 percent of Moldova’s energy
needs, and all are brought in by rail or truck. Natural gas is im-
ported from Ukraine via two pipelines. The State Regional Power
Plant at Dnestrovsk—which burns coal and oil—generates enough
power for deliveries to Ukraine, Romania, and Bulgaria and makes
the republic a net exporter of electricity.

THE CAUCASUS

Armenia arguably has the bleakest energy outlook of all the
former Soviet republics. With the exception of limited hydroelectric
power resources, Armenia is totally dependent on imports for its
energy needs. It is also surrounded by neighbors who are openly
hostile, unsympathetic, or in turmoil, and it has an economy with
little potential to obtain needed supplies through international
trade. Armenia’s major -energy consuming industries are mining,
chemicals and petrochemicals, electronics, machinery, and soft
goods.

The bulk of Armenian energy imports—mainly natural gas from
Turkmenistan and oil products from Russia—arrive via rail or
pipeline through Azerbaijan, its neighbor to the east. Armenia
relies on natural gas for 60 to 70 percent of its energy needs. All
but one of its ten bread factories use this fuel. Early in 1992 a new
pipeline was opened from Georgia, but the line’s capacity can meet
only one-third to one-half of Armenia’s needs. Moreover, the new
pipeline is not linked to the delivery system served by the pipeline
from Azerbaijan and therefore can supply only a limited geographi-
cal area.
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Armenia’s energy vulnerabilities were graphically demonstrated
in late 1991 and early 1992 when the Azeris cut off natural gas
flows and blockaded deliveries of other fuels by rail. Industrial
output dropped to 20 percent of normal (and on occasion ground to
a near halt), normal social services such as schools were curtailed,
and several persons died from exposure as a result of the lack of
heat. Electric power was hit hard as major power stations at
Razdan and Yerevan had to idle half or more of their generating
capacity. Rotating blackouts and brownouts that lasted as long as
six hours were employed by republic officials to force reductions in
consumption.

Azerbaijan, by contrast, is in a fairly strong energy position be-
cause it is capable of satisfying all of its needs for crude oil and oil
products and electric power. Azerbaijan can also meet most of its
natural gas requirements from its own resources, but does have to
import about 3 to 5 bcm of natural gas each year—about 20 percent
of its requirements—from Russia, Turkmenistan, and Iran. Azer-
baijan’s access to multiple suppliers gives it some bargaining lever-
age. Azerbaijan also has refining capacity exceeding its own needs
for products, which enables it to export substantial amounts of oil
products although many of these product exports are refined from
crude oil imported from other republics.

Georgia produces only about 20 percent of the energy needed by
its economy and its major industries—mining, metallurgy, and tex-
tiles. The most important domestic energy resource is hydroelectric
power, which satisfies about 40 percent of the country’s electricity
demand. Natural gas imported from Turkmenistan is the main
‘source of energy for the Georgian economy. Next in importance is
oil, of which Georgia imports over 90 percent. Only about 8 percent
is produced indigenously, largely in the area around Thilisi, the
capital of the republic. Georgia’s aged Batumi refinery cannot
supply the required grades or amounts of transportation fuels, so
Georgia must import 85 percent—about 30,000 b/d—of its gasoline
supplies from the neighboring Russian Republic and Azerbaijan.
Coal contributes only 5 percent of total Georgian energy consump-
tion, and Thilisi would like to expand the republic’s indigenous coal
industry.

KAZAKHSTAN AND CENTRAL ASIA

Kazakhstan has a fairly strong energy position because it is a
net exporter of crude oil and coal, and is almost self-sufficient in
natural gas. Kazakhstan, however, does not currently have enough
refining or electric power capacity to satisfy its requirements and
so must import petroleum products and about 15 percent of its elec-
tricity. It is expanding its refining capacity by upgrading a refinery
at Pavlodar and building a new refinery in western Kazakhstan—
where most Kazakh oil is produced—and should be self-sufficient in
oil products in a few years.

Because former Soviet planners built energy facilities with little
regard for republic borders, however, Kazakhstan is more depend-
ent on other republics than its net export figures indicate. Most of
its natural gas—primarily the sour gas from the Karachaganak
field in the western part of the country—is exported by pipeline to
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a gas treatment plant in Russia. The gas is used regionally on both
sides of the Russo-Kazakh border after being treated. Most domes-
tic consumers of natural gas, however, are situated in central and
eastern Kazakhstan and rely on imports through pipelines from
Uzbekistan and Turkmenistan. Similarly, the crude oil pipeline
system built by the Soviets forces Kazakhstan to export much of
the oil it produces in the western part of the republic to Russia and
to import oil from Siberia for its refineries in the east. Kazakh-
stan’s electric power system faces a similar situation—northern
Kazakhstan is part of an electric power grid controlled in Moscow,
while the remainder of the republic is supplied by a grid controlled
in Tashkent in neighboring Uzbekistan.

Kyrgyzstan produces only small quantities of oil and natural gas,
but it is nearly self-sufficient in coal. The republic’s hydroelectric
power plants alone are capable of satisfying almost 90 percent of
internal electricity demand and combined with its fossil-fuel-fired
plants make Kyrgyzstan a net exporter of electricity. Major energy
users include the electrical equipment, livestock machinery, and
food-processing industries. Kyrgyzstan’s agricultural sector also
consumes substantial amounts of electricity.

Oil accounts for about 35 percent of the country’s energy con-
sumption. Because Kyrgyzstan has no oil refineries, all petroleum
products must be imported from other republics, primarily Russia
and Kazakhstan. Any shortage of gasoline or diesel fuel is especial-
ly threatening to Kyrgyzstan because trucks carry 98 percent of
the republic’s freight. Kyrgyzstan imports 95 percent of its natural
gas from Turkmenistan and neighboring Uzbekistan. Power plants,
including district heating stations, account for almost half the re-
public’s gas consumption. Kyrgyzstan is well endowed with coal,
but output has been declining because of poor mining practices and
a lack of modern equipment and methods.

Tajikistan ranks last among the former Soviet republics in per
capita energy consumption. Hydropower resources supply about 35
percent of its total energy needs, but the republic must still import
15 percent of its electric power from Turkmenistan and Uzbekis-
tan, although actual amounts vary seasonally. Because hydropower
depends upon the availability of water, Tajikistan exports electrici-
ty to Uzbekistan in spring and early summer as the mountain
snows melt, and imports electricity from Uzbekistan in the winter.
The aluminum industry is the biggest single consumer of energy in
Tajikistan, accounting for almost half the republic’s electricity use.
Additional major energy consumers in the republic include other
nonferrous metals industries (copper, lead, and zinc) and chemical
and machinery producers.

After hydroelectric power, oil is the next most important energy
source to the Tajik economy, satisfying roughly one-third of total
energy demand. Although it produces about 15 percent of the oil it
needs domestically, Tajikistan lacks an oil refinery, and all of its
petroleum products must be brought in by truck or rail from Ka-
zakhstan, Turkmenistan, and Russia. Agriculture accounts for
about 40 percent of Tajik oil consumption, including 70 percent of
‘Tajikistan’s gasoline and diesel fuel. Maintaining supplies to this
sector is a major concern of Tajik energy decisionmakers.
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Natural gas is imported primarily from Turkmenistan although
natural gas from Uzbekistan serves the Tajik capital, Dushanbe.
Only 5 percent of Tajikistan’s energy consumption consists of coal,
about half of which comes from indigenous sources.

Turkmenistan is the only CIS country other than Russia that can
satisfy almost all its own needs from domestic production and still
export significant quantities of energy. Turkmenistan is a major .
natural gas producer and exports natural gas to six CIS republics,
Georgia, and Europe. Production, however, has been declining re-
cently and Turkmenistan’s natural gas industry will need help
from the West and the other republics to stabilize output. While
Turkmenistan currently imports coal, the amount is small and coal
accounts for only 3 percent of Turkmenistan’s total energy con-
sumption.

Uzbekistan obtains more than three-fourths of its energy require-
ments from indigenous resources. The republic’s major industries
are metallurgy and the production of agricultural machinery and
chemicals to support its huge cotton-growing activity.

Natural gas is the cornerstone of the Uzbek energy economy,
supplying 65 percent of the republic’s total energy needs. While
having sufficient production to satisfy its domestic needs in the ag-
gregate, Uzbekistan actually imports almost as much gas as it ex-
ports because Uzbek gasfields, like those throughout Central Asia,
are linked by pipeline to the other Central Asian republics and
Russia.

Uzbekistan imports 68 percent of its crude oil needs from Russia
and 40 percent of its oil product needs from Kazakhstan. Uzbekis-
tan’s oil future may be bright, however, if the oil well blowout that
occurred in March 1992 at Mingbulak signifies the discovery of a
giant oilfield. Uzbekistan’s two refineries could meet three-fourths
of internal demand for petroleum products if sufficient crude oil
were available, but Russia plans to reduce crude oil deliveries from
120,000 b/d to 80,000 b/d in 1992. _ A

Uzbekistan is a net exporter of electric power, 70 percent of
which is produced from natural gas. Industry accounts for half of
Uzbekistan’s electric power consumption, while households and ag-
riculture divide the remainder. Coal, most of which is produced do-
mestically, provides only 6 percent of the republic’s energy.
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The recent problems of the food economy of the former Soviet
Union have mainly involved distribution and demand, not agricul-
‘tural production and supply. During 1986-90, despite growing per-
ceived consumer food shortages, average annual output of both
grain and meat in the former Soviet Union was about 20 percent
higher than during 1981-85. The two major causes of food distribu-
tion problems have been macroeconomic imbalance and the break-
up of the Union.

From 1985 to 1991 per capita money income in the former Soviet
Union rose over 150 percent, creating severe inflationary pressure.
However, state prices for most consumer goods, including foods, re-
mained controlled below market-clearing levels. The results were
repressed inflation, excess consumer demand, not only for food but
for most consumer goods, and a large overhang (surplus) of ruble
money unspendable at existing controlled prices. Since selling for
rubles became increasingly unattractive, ruble money broke down
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in its main function as an accepted means of exchange. By 1991
much of the economy had reverted to crude barter as the dominant
mode of exchange, especially at the regional and republic level.

Disruption in the flow of inputs, as well as reduced incentives to
work,. produce, and sell for rubles, eventually affected production.
In 1991 agricultural output fell by 7 percent (according to official
Soviet figures; GDP is reported to have dropped 17 percent).

The dissolution of the Union in 1991 further aggravated the dis-
tribution problems. The system of central supply and distribution
at the All-Union level died along with the Union. The weakness of
the ruble as a means of exchange, however, hindered development
of a substitute money-based market system of exchange.

The breakup of the Union and conditions that created macroeco-
nomic imbalance combined in another way to hurt distribution, in
~ this case specifically the interrepublic movement of foodstuffs.
Price controls not only helped generate consumer “shortages,” but
also subsidized consumers who purchased at the controlled prices.
- To reduce the outflow of “scarce” foodstuffs, as well as prevent the
export of consumer food subsidies, most republics by early 1992 had
established quotas, or for some products complete bans, on food ex-
ports.

The main short-run objective of the ambitious economic reform
program begun by Russia in January 1992, and followed to some
degree by most other republics, is to restore macroeconomic bal-
ance and thereby reestablish the ruble as effective money. The key
policy adopted to this end has been price liberalization, intended to
eliminate the debilitating money overhang. Prices for most foods
and other consumer goods have been freed. Price liberalization will
succeed in restoring macro balance, though, only if the government
prevents the further growth of inflationary pressure through fairly
austere fiscal and monetary policies. Russian policy was strict from
January through mid-April 1992. In response to strong opposition
to the reform program, however, the Russian government made
budget and credit concessions in late spring that will aggravate in-
flation.

Price liberalization has changed the mix and magnitude of mone-
tary versus nonmonetary costs of obtaining food and other goods
for different social groups. Nonetheless, Russia has sufficient food
supplies in 1992 (with anticipated imports) such that market-clear-
ing prices should not deprive the majority of people of a minimally
acceptable diet.

THE EfrFECT OF MACROECONOMIC IMBALANCE

During Gorbachev’s first five years in power, the production of
agricultural goods did not fall. From 1986 to 1990, average annual
output of both grain and meat in the former Soviet Union was
about 20 percent higher than during 1981-85, mainly because of
more favorable weather. In the latter 1980s average annual grain
and meat output equalled 212 and 19.3 million metric tons (mmt),
respectively, compared to 180 and 16.2 mmt during the preceding
five years (table 1). In 1990 the Soviets produced a near-record
grain harvest of 235 mmt (the record was 237 mmt in 1978). Since
labor productivity in agriculture in the republics is still only about
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one-tenth that in the United States, potential remains for large in-
creases in efficiency, productivity, and output in primary agricul-
ture. Nonetheless, the figures just given show that the reason con-
sumer food shortages grew during the Gorbachev years is not that
farm output fell. .

Downstream agricultural activities—transportation, storage, and
processing—have arguably been the most neglected and inefficient
sectors in the former Soviet Union economy. Losses in handling
could be as high as 30 percent for grain and 50 percent for potatoes
and vegetables (though these figures probably include field and
harvesting losses, not purely post-production waste). Elimination of
these losses would go far to end any existing shortages. Yet, the
weaknesses in these downstream operations have existed througl;:
out the postwar period, and thus also fail to explain why food di
tribution problems worsened and consumer food shortages grew
under Gorbachev.

TABLE 1. Grain and Meat Production, Net Imports, and Availability in the Former
: U.S.S.R., 1980-91.

(Millions of Metric Tons)

. Grain Meat
ear
Production®  Net Imports  Availability >  Production < Net Imports  Availability ®

L3 — 189 29 218 151 0.8 159
1981............. 158 43 201 15.2 0.9 16.1
1982 187 38 225 15.4 09 163
1983............. 192 2 224 164 1.0 174
1984............. 173 42 215 17.0 0.8 178
21 L J— 192 4 236 17.1 08 179

D 1 T 210 25 235 18.1 0.9 19.0
1987 . 211 29 240 189 08 197
1988............. 195 K1} 229 197 0.7 20.4
1989.....cneee 211 36 247 20.1 0.7 20.8
1990.............. 2354 31 266 200 10 21.0
1991 1754 38e 213 18.6¢ 10° 19.6

Sources: Narodnoe khozizistvo SSSR, Vieshnizia torgoviia SSSR, Ekonomika i zhizm) no. 6, 1992, and
ERS, Former USSR Agriculfure and Trade Report, 1992.

a Bunkerweight (before cleaning and drying).

b Availability equals production plus net imports.

< Slaughterweiﬁht ) :

4 Estimate of U.S. Dept. of Agriculture. .

© Own estimate, supported by ERS, Former USSR Agriculture and Trade Report, 1992.

f Estimated mainly from data provided by Goskomstat U.S.S.R.

The explanation also cannot be found in decreasing agricultural
imports. During 1986-90 former Soviet Union average annual net
imports of grain equalled 31 mmt, compared to 40 mmt during
1981-85. Although grain imports fell, the drop was less than one-
third the size of the rise in domestic grain production in the second
half of the 1980s compared to the first. Average annual imports of
meat from 1986 to 1990 were 0.83 mmt, only slightly less than the
0.88 mmt from 1981 to 1985. Thus, availability of both grain and
meat increased during the Gorbachev years. '
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Levels of Soviet food consumption have not been that unfavor-
able compared even to developed countries. According to data re-
leased by the UN Economic Commission for Europe, during 1987-
89 per capita red meat and poultry consumption in the former
Soviet Union was about 62 kilograms, compared to 67 and 62 for
Britain and Finland, respectively. !

The main cause of the food economy’s worsening problems
during the Gorbachev years was macroeconomic imbalance, caused
by a combination of wage, price, budget, and monetary policies.
Ironically, the harmful imbalance was largely a result of govern-
ment attempts to improve economic performance. The main goal of
the economic changes under Gorbachev was to motivate enterprises
to become more efficient. This was to be achieved by increasing
their decisionmaking power and making them more financially
self-supporting. The 1987 Law on State Enterprises increased enter-
prises’ freedom and responsibility to obtain input and sell output.
Firms were to finance input purchases from their own sales reve-
nue. Unfortunately, to help enterprises make these adjustments,
the state did things that substantially increased the funds available
to them. This directly negated the objective behind self-financing,
which was to create an efficiency-raising “hard budget” constraint
for enterprises. The main way by which the state boosted enter-
prise funds was by allowing firms to retain more of their earnings,
mainly through a drop in the enterprise profit tax. 2 Also, enter-
prise assets and accounts were made more fungible, and thereby
more easily convertible by firms into liquid money form. 3

One of the areas in which enterprise freedom was increased most
was wage-setting. Enterprises used this power, along with the
funds that had become available, to raise workers’ monetary wages
in excess of productivity gains. This reaction was understandable,
given enterprises’ traditional worry that they will have insufficient
inputs, including labor, to meet their mandated output targets.
Further driving the increase in consumer purchasing power was
continued high state spending on consumer subsidies and welfare-
type payments.

From 1985 to 1990, per capita money income in the former Soviet
Union increased 48 percent. 4 Labor productivity grew, however,
only about 8 percent. ® The result was strong demand-led inflation-
ary pressure. Rather than face the political fallout from substantial
open price inflation, the state opted for repressed inflation. The of-
ficial index for retail prices in state stores and cooperatives rose in
1985-1990 by only 11 percent, with food prices rising 15 percent. ¢

! UN Economic Commission for Europe, The Livestock and Meat Market, vol. 4 of Agricultural
Review for Europe, annual issues for 1987, 1988, and 1989. To obtain the former Soviet Union
figure given, the Economic Commission for Europe discounts official Soviet consumption data
for slaughter fat by 7 percent for beef, 15 percent for pork, and 4 percent for sheep meat.

2 One author calculates that the profit tax rate for Soviet enterprises fell from 64 percent in
1985 to 40 percent in 1990. See Edward C. Cook; “How Fiscal Policy Fueled Inflation in the
USSR,” CPE Agriculture Report, Vol. 4, no. 1, January/February 1991, p. 13.

® For further discussion of Soviet financial policies, see IMF, World Bank, OECD, and EBRD,
A Stud oﬁthe Soviet Economy, 1991, vol. 1, chap. IT1.2.

4 U.S.S.R., Narodnoe khoziaistvo SSSR v 1. odu, Moscow, various issues.

5 U.S. Central Intelligence Agency, Handbook of Economic Statistics, 1991, Washington, D.C.,
U.S. Government Printing Office, 1991, p. 66.

% U.S.S.R., Narodnoe khoziaistvo SSSR 1990, p. 166.
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Shortages grew in the sense that existing output could not satisfy
steadily increasing consumer demand, fueled by the climbing
money incomes. 7 Excess demand caused by income growth and low
prices existed not only for food, but also other consumer products,
such as shoes, clothing, medicine, and toiletries. Soviet consumers
were simply earning more ruble income than they could spend at
existing prices, creating a large overhang of unspendable rubles.

To soak up excess purchasing power, the government in April
1991 tripled the prices for food and most other price-controlled con-
sumer goods. Yet, money income in 1991 alone rose by about 90
percent. ®° The growth in consumer purchasing power negated
much of the stabilizing effect of the April price increases. In
summer 1991 the monetary overhang in the former Soviet Union
was estimated still to be over 200 billion rubles. 1° By contrast, the
value of all consumer goods produced in 1990 in retail prices was
. only 459 billion rubles. 1 Another indication of the degree of accu-
mulated inflationary pressure is that in 1991 open inflation for
those goods lacking price controls was over 100 percent.

The most serious consequence of the monetary overhang and re-
lated imbalances is that the domestic currency declined as an ac-
cepted means of exchange. Incentives to buy with rubles were very
strong, but incentives to sell for rubles, particularly at low state
prices, were correspondingly weak. If money breaks down as a
means of exchange, barter will ensue. Barter, with its inevitable in-
efficiencies; grew throughout the economy—at the personal, enter-
prise, regional, and republic level. Many republics would surrender
food only in return for other goods, not rubles.

A corollary development to barter is hoarding. In a barter econo-
my, goods themselves become the means of exchange, and thus also
the main store of value. Hence, hoarding. In the former Soviet
Union in 1991 households would commonly acquire supplies of key
foodstuffs that could last weeks, if not months. 2 Hoarding food-
stuffs, however, exacerbates physical waste. Also, even if durable,
goods of real use value should be consumed, not wasted as an
ersatz money supply.

Under the system of central planning and supply, central agen-
cies existed to procure foodstuffs from farms and distribute them to
deficit areas. The large cities, such as Moscow and Leningrad, were
particularly dependent on central food supplies. The unattractive-
ness of the ruble has made the purchasing of output from farms
increasingly difficult. In 1991 the republics collectively purchased
from farms only 53 percent of the original All-Union procurement

7 In an unpublished manuscript, William M. Liefert, “An Elasticities Approach To Estimating
Excess Demand in Price Controlled Markets,” estimates are given for excess demand for meat in
the U.SSR. during 1980-89. Excess demand in 1989 is calculated to be 5.8 mmt, such that 78
percent of total demand for meat was satisfied by purchase. The estimation procedure involves a
supply and demand model in which excess demand is a function of price elasticities. For prelimi-
nary estimates for 1980-87, see William M. Liefert, “Estimates of Excess Demand in Soviet Meat
and Grain Markets,” CPE Agriculture Report, vol. 2, no. 4, July/August 1989, pp. 19-23.

8 For a discussion of general problems in Soviet consumer markets through 1989, see Gertrude
E. ch_rgfder, “o(Crigig’ in the Consumer Sector: A Comment,” Soviet Economy, vol. 6, no. 1, 1990,
pp. 5 )

9 Ekonomika i zhizn’, no. 6, 1992, p. 13.

10 Izyestiia, July 24, 1991, p. 2.

11 Bkonomika i zhizn’, no. 5, 1991, p. 10.

12 Rabochaia tribuna, April 16, 1991, p. 2.
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target for grain (41 of 77 mmt). 13 For grain, failure to achieve the
planned target for domestic procurement, rather than production,
has been the main factor in determining the size of imports. 14
USDA estimates that total grain imports by the former Soviet
Union in 1991 equalled 38 mmt. !5 Even in 1990, despite a near-
record grain harvest of 235 mmt, the state met only 79 percent of
its procurement target (68 of 86 mmt). 16 Consequently, the country
imported 33 mmt of grain.

This paper has argued that the main cause of the growing
“shortages” of food and other consumer goods during the Gorba-
chev years was not reduced output. Yet, in 1991, for the first time
under Gorbachev’s leadership, Soviet production began to fall seri-
ously, across the economy. According to the State Committee for
Statistics of the former Union, in 1991 GDP dropped 17 percent. In-
dustrial and agricultural output decreased 8 and 7 percent, respec-
tively. 17 USDA estimates the 1991 grain harvest at 175 mmt, com-
pared to 235 mmt in 1990.

One reason why output of some agricultural products fell in 1991
was less favorable weather compared to 1990. Yet, the weakening
of the ruble as a means of exchange and accompanying distribution
problems were to a large degree responsible for the economy-wide
drop in output. The inefficient hoarding and barter that the weak-
ened ruble encouraged seriously disrupted the flow of goods
through the economy. Factories and farms failed to receive deliv-
eries of needed inputs, mainly because suppliers were unwilling to
part with their output unless they could get goods in return. 18

Production of agricultural inputs in the former Union, such as
machinery and fertilizers, is heavily concentrated. Since barter be-
comes more difficult to negotiate the greater the distance between
trading partners, the concentration of agricultural input produc-
tion creates another burden for farms. The enterprise “Rostsel’-
mash” in Rostov produces all the country’s corn and sunflower
seed combines, and about 85 percent of grain combines. !® The en-
terprise “Khibiny” in the Murmansk area manufactures over half
of all phosphate fertilizer, 2° while two enterprises (in Belorussia
and the Urals) account for about 90 percent of potash output.

Output also dropped because the weakened ruble reduced incen-
tives to work and produce. During a trip to the Soviet republics in
fall 1991, this writer heard agricultural officials in a number of re-
gions explain that attempts to stimulate farm output through
higher prices had in fact backfired by motivating farms to produce

13 Ekonomika i zhizn’, no. 6, 1992, p. 15.

9;; Eco‘x;;mic Research Service (ERS), USDA, USSR Agriculture and Trade Report, RS-89-1,
1989, p. 49.

18 USDA, World Grain Situation and Outlook, FG 5-92, May 1992, p. 15.

'8 Ekonomika i zhizn’, no. 5, 1991, p. 12.

7 Ekonomika i zhizn’, no. 6, 1992, p. 13. The smaller (though still substantial) declines in in-
dustrial and agricultural o:;fut appear inconsistent with the large 17 percent drop in GDP.
This suggests that the act percentage decreases for the three variables might have been
closer to each other and somewhere between 7 and 17 percent.

18 Jzvestiia, July 25, 1991, p. 1; Sovetskaia Rossiia, ugust 6, 1991, p. 1; Pravda, July 1, 1991.

12 Interview with Yuri Peskov, Pravda, February 14, 1992.

20 Khimiia v sel’shom khoziaistve, no. 5, 1985, p. 3. Heavy concentration is a feature of indus-
trial production in general, not just for agricultural inputs. In 212 of the main 344 industrial
product groups (62 percent) in the former Union in 1988, the largest single enterprise within the
product group accounted for more than half of all the group’s output. , World Bank, OECD,
EBRD, A Study of the Soviet Economy, 1991, vol. 2, p. 39.
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less. Because the value of additional ruble income was judged so
low, farms’ objective was not to increase revenue or profit. Rather,
the goal was to produce the minimum necessary to obtain a given
level of revenue. Higher prices allowed farms to obtain the desired
income level with less output. 2!

Tue ErFect oF THE UNION’S BREAKUP

The demise of the Union hurt the food economy in the short run
mainly because it entailed the collapse of the system of central
supply and distribution (at least at the All-Union level). In fact, the
increasing assertiveness of the republics and decentralizing pres-
gure of the reform movement had seriously weakened many All-
Union economic agencies even before the abortive August 1991
coup. For example, the All-Union Fund responsible for the central
11)3;Chfz>se and distribution of grain stopped functioning in July

1. A

It has been the combination of the dying central supply syste
and the ruble-weakening macroeconomic imbalance that has so
paralyzed the economy and distribution system. The collapse of
central planning and supply has necessitated the development of a

. substitute distribution system. The ruble’s unattractiveness as a
means of payment, though, impedes the creation of a well-function-
ing money-based market system of exchange. Crude barter is the
unattractive though necessary alternative.

The weakened ruble in fact contributed to the Union’s breakup
by intensifying nationalist pressures for separatism. Regions and
republics have felt that the sale of their output for rubles alone has
been a subsidy to others at their expense. Such thinking has
strengthened autarkic attitudes. Also, many republics lost hope
that the All-Union government, given the increasing pressures put
on it, would exercise the budgetary and monetary discipline neces-
sary to restore and protect the ruble as effective money.

Another reason the ending of the Union has disrupted the
former Soviet Union’s food economy is that individual republics
have established formal barriers to interrepublic flows of food-
stuffs. As opposed to most trade restrictions in the developed West-
ern countries, these measures mainly restrict exports, rather than
imports. In 1991 and early 1992 most republics banned the export
of certain foodstuffs, and established export quotas for others. For
example, by January 1992 Russia had prohibited the export of
about 60 types of food and other consumer products. Included were
meat, butter, cheese, fish, flour, sugar, coffee, tea, tobacco, and
wine. 23 A common “export restraint” concerning food has been
preventing nonrepublic citizens from buying at republic state
stores. The creation of quasi-currency coupons, in Ukraine and
Byelarus, for example, has been an indirect way of preventing sale
to nonrepublic “foreigners.” The coupons are necessary for pur-
chase of food and other designated goods within the republic. Cer-

21 Other sectors of the economy have also suffered from this perverse negative relationship
between output prices and production. Rossiiskaia gazeta, 3/ 18/92, p. 3.

23 The author obtained this information during his 1991 visit to former Union.

23 TASS, 1253 GMT, January 10, 1992; Rossiiskaia gazeta, January 10, 1992, p. 4.
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tain cities and oblasts have also issued coupons to protect their
residents.

In some areas, serious supply shortfalls of certain foods, such as
meat and milk, could well exist. The trade restrictions might there-
fore reflect concern by republics, as well as smaller jurisdictions,
that their own population be adequately provided for before ex-
ports are allowed. Another motive for the export restraints,
. though, most likely exists. The main cause of consumer shortages
has been the combination of rising money incomes and controlled
prices. By lowering the prices consumers pay, controls that fix con-
sumer prices below market-clearing levels subsidize consumers. If a
republic’ allowed the pricecontrolled goods to be exported, or
equivalently, sold to foreigners who come to buy, it would be subsi-
dizing foreigners rather than natives. To prevent the export of sub-
sidies, price controls require trade controls. 24

A development that could further disrupt trade between the re-
publics in all goods in the short term is if the non-Russian repub-
lics abandon the ruble and establish their own currencies. The new
national currencies would in all likelihood not be immediately con-
vertible. Leaving the ruble, then, would make financing trade be-
tween the republics more difficult. Although separate currencies
would further disrupt interrepublic trade, a strong motive of repub-
lics for establishing them would be to acquire greater control over
their national macroeconomic policies. As of May 1992, Ukraine,
Byelarus, the Baltic States, and Moldova appeared committed to
creating their own currencies (with Ukraine and Byelarus already
having a quasi one with their coupon systems).

INTERREPUBLIC TRADE IN AGRICULTURE

Useful indicators of the degree to which distribution problems
have disrupted the former Soviet Union’s food economy would be
the magnitude of interrepublic trade in agriculture and food in
past years, and in particular, the decrease in interrepublic flows in
1991. Yet, this writer could obtain republic trade data for specific
agricultural products for only a single year before 1991 (1990 for
most goods; 1989 for grain). Such information can nonetheless be
used to compute interrepublic flows for the given year. The data
are also useful for identifying which particular republics should be
markets for Western agricultural exports.

In 1990, total interrepublic trade equalled about 20 percent of
Soviet GDP. Interrepublic flows in agricultural products, though,
amounted to only 10 percent of agricultural output. 25 Trade in
grain and meat was particularly low. In 1989 interrepublic flows of
grain equalled 9.2 mmt, 4.7 percent of Soviet grain output (clean-
weight). Foreign imports of grain were around four times as large
as interrepublic trade. Interrepublic meat flows in 1990 were 0.9
mmt, 4.5 percent of meat production. Foreign meat imports were

2¢ For further discussion of the relationship between price and trade policy, specifically for
the former Council for Mutual Economic Assistance (CMEA) countries, see m D. {Iolz-
man, The Economics of Soviet Bloc Trade and Finance, Boulder, CO, Westview , 1987,
Chap. 4, pp. 91-112; reprinted from Comparative Ex ic Systems: Models and Cases, edited by
Morris Bornstein, Homewood, IL, Richard D. Irwin, 1985, pp. 367-386.

28 ERS, USDA, Former USSR Agriculture and Trade Report, RS-92-1, 1992, p. 13.
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TABLE 2. Imports and Exports of Grain, by Republic, 1989.

(Thousands of Metric Tons)
Net Imports
" . Net T
Republic Production * Imports ®  Exports Availability e 3s % of
Imports Availability ¢
Russia 104,800 21,544 1162 20,382 125,182 16
Ukraine 51,200 4,180 5029 849 50,351 2
Byelarus 7400 3376 ¥ 334 10,742 3l
Moidova 3,300 146 60 686 3,986 17
KazakhStan ..........oeeereceeersensenescenesssssess 18,800 586 2935 —2349 16,451 12
Uzbekistan 1500 3,866 12 3854 5,354 12
Kyrgyzstan 1600 1,056 3 1,053 2,653 40
Tajikistan 300 1386 — 1,386 1,686 82
TUPKITIBRISEAN ...vvveeesescenrnseneeeessennensneenes 400 142 - 742 1,142 69
Armenia 200 850 — 850 1,050 81
Azerbaijan 800 1349 - 1,349 2,149 63
Georgia 500 1,722 — 1,722 2,222 1
Lithuania 3300 1381 11 1,370 4,670 29
Latvia 1,600 1,256 1 1,255 2,855 4
Estonia 1,000 1,093 - 1,093 2,093 52
Total 196,700 45133 9,247 35,886 232,586 15

Sources: Production from Narodnoe khoziaistvo SSSR 1990, p. 471. Imports and exports obtained by author
di from Goskomstat U.S.S.R. in 1991.

2 Cleanweight. )

b Fqual foreign imports plus inflows from other republics.

< Equal only outflows to other republics; exclude foreign exports.

4 Since “Exports” column excludes foreign exports, net imports are overstated. Values for %rain exports in
Soviet foreign trade statistical yearbook include not onré”e)bports of domestically ogrodueed Erain, ut also foreign
grain purchased for other countries” use. In its annual Agriculture and Trade Report, ERS of USDA uses the
igure 0.5 mmt for yearly exports of dom&stlcallr roduced grain throughout 1980’s. Thus, values in the table for
net imports and availability are overstated only slightly.

« Equals production plus net imports.

tif the republic is a net exporter, equals net exports as a percentage of production, not availability.

about as large as interrepublic trade. Goods whose production is
more limited by climate naturally traded more heavily between re-
publics, such as cotton, sugar, vegetable oil, tea, and citrus. 26 The
relatively low volume of interrepublic agricultural trade mitigates
the seriousness of distribution problems that specifically concern
interrepublic flows. Yet, the gravest distribution problems affect
movement not only between, but within, republics.

In 1989, with the exception of Ukraine and Kazakhstan, all the
republics were net grain importers (table 2). Russia accounted for
about 57 percent of the Union’s net imports, which provided 16 per-
cent of grain consumed by the republic. Most other republics im-
ported from about one-third to two-thirds of all grain they con-
sumed. In 1990, Russia and the Transcaucasus and Central Asian
republics (again with the exception of Kazakhstan) were net im-

26 Production from U.S.S.R., Narodnoe khoziaistvo SSSR, various years; foreign imports from
USSR, Vneshniaia torgovlia SSSR, various years; interrepublic flows from Goskomstat, USSR,
Zavoz i vyvoz tovarov-narodnogo potrebleniia v 1990 g, Moscow, 1991.
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porters of meat; the remaining republics of the former Union net

exporters (table 3). Each net-importing republic, though, was more
self-sufficient in meat than grain. 27

TABLE 3. Imports and Exports of Meat, by Republic, 1990.

(Thousands of Metric Tons)
Net Imports
; Produc- Net o
Republic : Imports = Exports ® Availability = as % of
ton Imports Availability @
Russia 10,112 1,501 69 1432 11,544 12
Ukraine 4,358 25 316 =291 4,067 7
Byelarus 1,181 9 185 176 1,005 15
Moldova 366 — 54 —54 312 15
Kazakhstan 1,548 13 182 -169 1,379 11
Uzbekistan 484 206 — 206 690 30
Kyrgyzstan 254 2 1 1 255 -
Tajikistan 108 42 8 3 142 2%
Turkmenistan ...........eeneeeencernrenscermenene 104 55 — 55 159 35
Armenia 93 60 — 60 - 153 39
Azerbaijan 176 70 — 70 246 28
Georgia 170 47 —_ 47 217 22
Lithuania 530 — 12 112 418 21
Latvia : 308 — 38 —38 270 12
Estonia 219 2 38 -36 183 16
Totat 20,011 2032 1,003 1,029 21,040 5

Sources: Production from Aarodnoe khoziaistvo SSSR 1990, p. 503. Imports and exports from Zavaz 7 ywz
tovarov narodnogo potrebleniia v 1990 f’ Goskomstat U.S.S.R., 1991.

= Equal foreign imports plus inflows from other republics.

® Equal foreign exports plus outflows to other republics.

< Equals production plus net imports.

41f the republic is a net exporter, equals net exports as a percentage of production, not availability.

Table 4 provides additional data on imports and exports of food-
stuffs by republic in 1989. Though the source is not wholly clear,
the goods in question appear to be processed foods. Russia is a
major net importer, and Ukraine a major net exporter.

REFORM IN THE RussiaN REpuBLIC

After formally dissolving the U.S.S.R. in late December, the re-
publics each began 1992 with at least an official commitment to de-
centralizing, if not radical, market-oriented economic reform.
Russia has led the way. The long-term objective of Russia’s ambi-
tious reform program is to create the institutional base for a
market capitalist system, the key being privatization. The immedi-
ate objective, though, is to restore macroeconomic balance and
thereby reestablish the ruble as effective money. Two policy moves
are necessary to achieve the latter. The first is that the govern-

27 For imports and exports by republic of s , cotton, and vegetable oil, see ERS, Former
USSR Agriculture and Trade Report, 1992, pp. 78, 73, and 76. i
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TABLE 4. Imports and Exports of Food, by Re,)public, 1989

Millions of Rubles Percent of Total

Republic Net
Imports *  Exports ® Imports Imports  Exports

3124 14153 644 16.8

6584 —5038 58 354
1494 692 30 8.0
1123 %47 07 6.0

54 554 41 29

720 898 6.0 39
m -3 10 20
149 305 17 0.8
305 1 18 1.6

138 515 27 0.7
464 3% 32 25
1415 =591 31 1.6

8719 511 11 41
672 483 07 36
589 3471 09 3.2

18577 8265 1000  100.0

Source: Narodnoe khoziaistvo SSSR 1990, p. 631.
« Equal foreign imports plus inflows from other republics.
b Equal foreign exports plus outflows to other republics.

ment must prevent the further growth of inflationary pressure.
This requires reducing both the budget deficit and the growth of
the money supply (which can be achieved mainly by the state
banking system decreasing the flow of credit to enterprises). The
Russian program has promised tough budget, money, and credit
policies.

After stopping the growth, or “flow,” of excess consumer pur-
chasing power, the state must then mop up the existing “stock” of
surplus rubles. The most direct way would be to free prices and
thereby let them rise to their market-clearing level. On January 2
Russia began major price liberalization. Prices were wholly freed
for most producer and consumer goods. Foodstuffs on the freed list
included meat, potatoes, vegetables, and fruit. Controls were kept
for bread, milk, sugar, vegetable oil, cooking salt, baby foods, vodka
and other spirits. Prices for most of these foods initially tripled.
Price controls were also retained for fuel, transport, and rent, with
fuel prices also generally tripling. 28 More prices were decontrolled
in spring. In January alone the price level increased about 250 per-
cent, while the inflation rate in February, March, and April was
30-40 percent each month. 22 Such rates correspond to an inflation
of 700-800 percent during the first third of 1992.

28 Rogsiiskaia gazeta, December 26, 1991, p. 3.
29 Financial Times, April 22, 1992, p. 16. \
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Almost all the other republics responded to Russia’s action on
prices. Yet, most republics raised, rather than freed, food prices,
most commonly tripling them. Some republics, such as the
Ukraine, did so reluctantly, mainly out of fear that to not respond
would risk being deluged by Russian consumers wanting to buy at
the republics’ lower prices.

The price liberalization will restore confidence in the ruble only
if the large ensuing price rises are largely a one-shot affair. The
risk is that the pressure for compensation will result in major in-
creases in wages, pensions, and other income support that lead to a
ruble-destroying inflationary spiral. Through March the govern-
ment’s commitment to stricter budget and monetary policies had
prevented the large emission of funds required for substantial in-
creases in compensation. Admittedly, in the first three months of
1992 aggregate money incomes (including retirees’ pensions) about
tripled. However, since the percentage growth in prices through
March had significantly exceeded the percentage rise in money in-
comes, the threat of hyperinflation had been so far averted.

In April 1992, however, critics of the relatively austere reform
program challenged the government’s policies at a meeting of the
Russian Congress of People’s Deputies. The reformist ministers re-
tained power and the determination to continue reform. Yet, the
government compromised by increasing income compensation, fi-
nancial support to agricultural producers, and credit to enterprises.
The total credit growth from the decisions made in April alone
should equal 700-800 billion rubles. 3¢ Such budgetary and mone-
tary concessions raise the fear that inflation will remain so high
that it threatens price liberalization, as well as other linchpins of
the reform program, such as ruble convertibility.

THE EFFECT OF PRICE LIBERALIZATION

The Russian government hopes that price liberalization will in-
crease farms’ incentives to produce and sell, for two reasons. The
- money prices farms receive for their output will rise. Also, price
liberalization, along with other measures that stabilize the macro-
economy and strengthen the monetary system, is intended to pro-
mote money-based market exchange. Yet, if freeing prices leads to
chronic high inflation, the ruble will remain weak and scorned. If
so, farms’ aversion to producing and selling for currency will con-
tinue.

Also, the immediate effect of price liberalization on agricultural
production has probably been negative, in that it has worsened ag-
riculture’s terms of trade. In Russia during the first couple months
of 1992, prices for agricultural machinery rose 7 to 15 times. 3! Ag-
ricultural producer prices, however, increased only about 4 to 5
times. Price liberalization has allowed the heavily concentrated
producers of machinery and other agricultural inputs to exploit
their newly acquired market power by substantially raising prices.

Farms’ ability to finance inputs has been harmed not only by
suppliers’ pricing behavior, but also by the elimination of many

80 Thid.
31 ERS, Former USSR Agriculture and Trade Report, 1992, p. 28.
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state input subsidies. The setting of high prices by enterprises with
market power hurts economic efficiency, and is a problem the gov-
ernment must respond to. On the other hand, reforms that require
farms and enterprises to pay prices that reflect full production
costs, such as ending input subsidies and artificially low state-set
prices, promote economic efficiency. A drop in agricultural output
that results from decreased input use because input prices are
rising closer to real cost is part of healthy restructuring of the
economy. Also, many agricultural material inputs, such as machin-
ery, appear to have low marginal productivity. 32 A decrease in
input use would then have only a small effect on output. The
impact of price liberalization and other reform measures on agri-
cultural production and sale will be tested during the 1992 harvest
year.

The area of the Russian food economy, though, where price liber-
alization has had the strongest immediate effect is consumer
demand. Higher prices have reduced the amount of food, as well as
other goods, people wish to buy. For most foods long lines in shops
and hoarding have ended. Although food supplies in general are
lower than last year, since goods are not now immediately bought
up vl:lelgn made available, shops give the appearance of being better
stockea.

The price liberalization has changed the nature of the food prob-
lem for individual consumers. Formerly the difficulty was finding
available food to buy in barren state stores, with more rubles in
one’s pocket than one could find goods to spend them on. The prob-
lem now for many people is that food can be found in state stores,
but at much higher prices. The price liberalization has changed the
mix and magnitude of monetary versus nonmonetary costs of ob-
taining food and other goods for social groups. Some will benefit
from the price rises, such as those with higher money incomes who
can now outbid others for products through a flexible price mecha-
nism. People on less variable incomes, though, will suffer.

Some Russian commentators have argued that as a result of the
price increases most of the population has been, or soon will be, im-
poverished, such that they could face real hunger. 33 Such fears are
exaggerated. Evidence indicates that price liberalization initially
resulted in food prices in certain local markets overshooting the
market-clearing price. The experience of the reforming Central Eu-
ropean countries, such as Poland and Czechoslovakia, supports this
conclusion. During the 1980s these countries suffered from the
same macroeconomic problems as the former Soviet Union, and
during the past few years liberalized prices have been the most ef-
fective way of restoring price and monetary balance. In these coun-
tries prices rose so high that consumer demand fell substantially.
Although aggregate food supplies had in fact decreased, many

32 Information provided by the CIA’s annual Handbook of Economic Statistics (Washington,
D.C., U.S. Government Printing Office) indicates that the average productivity (AP) of capital in
both Soviet industry and the eeonom;lat large has been decreasing since the early 1960s. From
macroeconomic data provided in the Handbook series, one can then also compute that the AP of
capital in agriculture has also been steadily dropping. If the AP of capital is falling, the margin-
al product (MP) is also falling, and is below AP. Thus, steadily decreasing AP implies that the
MP of agricultural capital is currentll; . :

33 For example, see Rossiia, no. 8, February 19-25, 1992, p. 1.

57-372 0 - 93 - 3
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shops soon had unsold surpluses. 3¢ Prices eventually moved down,
though, toward market-clearing levels. .

In some local food markets in Russia immediately after price lib-
eralization, the price of a kilogram of beef or pork in state stores
rose to a level about one-tenth of average monthly pay. 35 Data
presented earlier show that in recent years per capita meat con-
sumption in the former Soviet Union was on a par with Western
countries such as Britain and Finland. Official Soviet statistics
claim that in 1991 the drop in aggregate meat output for the
former Soviet Union was only about 7 percent. 3¢ This means that
given the total amount of meat available for consumption, prices at
which meat is unaffordable to the majority of the Russian popula-
tion cannot be sustainable market prices. At such prices demand
will fall, requiring price decreases in order for shops to avoid
unsold surpluses (as in Central Europe). Such an effect is already
occurring in Russia.

Another effect of price liberalization is that as the republics that
have most boldly freed prices move closer to market-clearing prices
for foodstuffs, they begin relaxing controls on food exports. Price
liberalization reduces both motives discussed earlier for export re-
strictions. Since higher prices discourage indiscriminate buying and
hoarding of food, goods become easier for shoppers to find and thus
appear less scarce. Price liberalization also ends the consumer sub-
sidies that existed because price controls kept prices below produc-
tion cost. The government no longer need worry about keeping con-
sumer subsidies “within country.” In May 1992, for example, Esto-
nia, one of the faster reforming republics, ended quotas on outflows
of farm products. Free trade was allowed in meat, milk, butter, po-
tatoes, and vegetables. 37 As the rationale for export restrictions in
the republics fades, the down-side of export controls, such as the
negative effect on balance of payments, becomes more apparent.

Over the longer term, price liberalization will contribute to the
regional restructuring of former Soviet Union agriculture along
more rational lines. The Soviets used a system of differentiated
prices for agricultural output, in order to extract differential rent
from superior climate and soils. Low-cost producing regions re-
ceived low prices, and high-cost regions high prices. The effect was
to discourage specialization by regions that had natural advantages
in the production of certain output. 38 By eliminating the differen-
tiated producer price system, price liberalization should motivate
greater regional and republic specialization and trade in agricul-
ture based on comparative advantage. The differentiated price
system helps explain the low volume of Soviet interrepublic agri-
cultural trade discussed earlier.

Yet, the move over time to a more economically rational agricul-

tural structure in the republics will be difficult and itself disrup-

34 ERS, USDA, Agricultural Policies and Per{om:ance in Central and Eastern Europe, 1989-92

(ERS Staff Report forthcoming in summer 1992
35 Rossiiskaia gazeta, February 1, 1992, p. 2. .
3¢ Ekonomika i zhizn) no. 6, 1992, p. 16. .

37 BBC, Summary of World Broadcasts, May 29, 1992, pp. C1/1-2.
38 Kenneth R. Gray, “Soviet Agricultural Specialization and Efficiency,” Soviet Studies, vol.

31, no. 4, October 1979, I)p. 542-558; Kenneth R. Gray, “Soviet Agricultural Prices, Rent and

Land Cadastres,” Journal of Comparative Economics, vol. 5, no. 1, March 1982, pp. 43-59.



505

tive. A major reason for low labor productivity in former U.S.S.R.
agriculture is that the sector has functioned as a social welfare
system for the countryside. Shedding unproductive labor, as well as
other inputs with low productivity, will create social and political
problems and resistance. This reaction will buttress opposition to
reform by other conservative agricultural interests, such as the
state and collective farm management.
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Three missions to the Soviet Union in May, September, and Oc-
tober 1991 at the joint request of the Soviet government and the
White House made four critical determinations that continue to
shape the U.S. response to food supply problems in the former
Soviet Union. The missions found, first, that the Soviet Union did
not face a threat of widespread famine but did face deterioration in
food availability; would encounter hardships on a regional basis;
and needed to protect certain vulnerable groups. Second, they
found that the root of most difficulties in supplying foodstuffs to
the population was inefficiency in the food distribution system, not
in production of agricultural commodities. Third, the missions de-
termined that the keys to improvements in food availability are
movement away from the collapsed command system and a success-
ful move to a market economy, with establishment of private own-
ership and creation of free market incentives to manufacture,
store, transport, and sell commodities critical elements of that
effort.

Third, the missions found that the Soviet Union, traditionally a
cash customer for U.S. agricultural products, needs extension of
credit to maintain something approaching the historical level of
food and feed imports, and that Soviet leaders preferred credit to
outright grants of food aid.

* Allan Mustard is Deputy Coordinator, Eastern Europe and Soviet Secretariat; Christopher E.
Goldthwait is Acting General Sales Manager and Associate Administrator. Both authors are
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BACKGROUND TO THE MISSIONS

In May 1991 Under Secretary of Agriculture Richard T. Crowder
led a mission to the Soviet Union to follow up on President Bush’s
earlier offer of American expertise in the food distribution sector to
President Gorbachev. This mission had four objectives: to assess
the overall food situation, to determine how the distribution system
was contributing to reduced availability of food, to determine what
follow-up steps could be taken jointly to improve food availability,
and to obtain information in analyzing a Soviet request for addi-
tional commodity credit guarantees. Mission participants visited
farms; processing, storage, and transportation facilities; retail out-
lets; and met with individual citizens ranging from ordinary shop-
pers to President Gorbachev. The itinerary for this mission includ-
ed the cities and environs of Kiev, Ukraine; Stavropol’, Ufa, and
Moscow, Russia.

A second mission was dispatched by the White House in the
wake of the abortive coup d’etat in August 1991, arriving on Sep-
tember 7. In nine days this mission, also led by Under Secretary .
Crowder, visited six cities in four republics: Moscow and Yekaterin-
burg, Russia; Alma Ata, Kazakhstan; Tashkent and Samarkand,
Uzbekistan; and Yerevan, Armenia. This mission visited many of
the same type of establishments as the preceding one had, and in
addition visited public welfare institutions such as orphanages and
hospitals, private farms as well as state farms, and took pains to
meet with private farm group leaders and nongovernmental agri-
cultural and food sector experts. ,

The third mission, also at the request of the White House, was
led by Secretary of Agriculture Edward Madigan in early October
1991. It included 12 private individuals who, travelling largely at
their .own expense, lent their professional expertise to an evalua-
tion of the status of food availability and prospects for short-term
improvement in food processing and manufacturing, transporta-
tion, storage, wholesaling and retailing. ! This mission visited
Moscow, Russia, and Kiev, Ukraine. The Secretary additionally vis-
ited St. Petersburg, Russia, where he met with local officials and
assessed food availability in the second most populous city of the
~ Soviet Union. : : .

Foop AVAILABILITY

All three missions determined that while food availability would
be reduced in 1991 and 1992 relative to previous years, there was
no threat of famine. Subsequent events, aided by the hindsight of
evaluations as the winter of 1991 and spring of 1992 came to an
end, have borne out this observation. The delegations noted, howev-
er, that pockets of hardship would exist in the large northern cities

1 These twelve individuals were Mr. Eddie Moyer of Mlinois Central Railroad, Chicago, Ili-
nois; Mr. Robert Peyton of Conagra International Inc., Omaha, Nebraska; Mr. Russell Bragg of
Grand Metropolitan, Minneapolis, Minnesota; Mr. Howard Gochberg of Land O’ Lakes, Minne-
apolis, Minnesota; Mr. Maurice Gordon, private farmer from Rantoul, Illinois; Mr. Majid Gheis-
gari of FMC Corporation; Mr. Mark Kuechler of Southland Distribution, Falmouth, Virginia;
Mr. Chester McCorkle of the University of California, Davis; Mr. Karl Nigl of Pepsi-Cola Inter-
national U.SS.R.; Mr. Andrew Rafalat of Pizza Hut Eastern Europe; Mr. Gary Ray of George A.
}T{ormel & Co., Austin, Minnesota; and Mr. Wayne Showers of Griffin and Brand, McAllen,

'exas. :
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that have traditionally focused on defense-related industrial
output, Russia east of the Urals, Armenia, and parts of Central
Asia. This was in great part due to the collapse of the centralized
allocation system, which administratively redistributed food from
production areas to consumption areas. As this system collapsed,
and as the ruble lost credibility as a unit of value, a barter system
emerged. Those cities and other regions with little or nothing to
offer for barter were left wanting. 2 Armenia was noted as a special
case, for the problems of a barter economy it faced in common with
other parts of the Soviet Union were compounded by its isolation
in the face of hostile neighbors.

Food availability was generally better than expected and certain-
ly better than the common wisdom prevailing in the West. The
missions attributed this to two factors. First, there was a discerni-
ble if unquantifiable trend toward regional autarky. That is, each
locale undertook to produce as much food as it could locally. City
residents in large numbers were availing themselves of opportuni-
ties to grow food on private plots, resulting in increased self-suffi-
ciency. These additions to the food supply could not be measured,
but were significant. In addition, there was great reliance on per-
sonal connections between rural and urban dwellers, with city resi-
dents depending on relatives in production areas for food deliveries
outside the normal system. Also of importance were high levels of
hoarding by the population at large, about which the missions col-
lected much anecdotal evidence.

In addition, local authorities and farm managers withheld deliv-
eries of foodstuffs to central (i.e., Soviet) authorities. These deliv-
eries to the “All-Union Fund” historically were accumulated at
harvest time then redistributed to feed Moscow and other large
cities as well as organizations subordinate to the central authori-
ties (such as the military). One mission was told, as only one exam-
ple, that state and collective farms in the Ukraine were refusing to
deliver up to 25 million tons of grain under the centralized pro-
curement system. This made more grain available for local use via
the black market and other nontraditional marketing channels.

The second factor causing better-than-expected food availability
was the rapid appearance of a horizontal (i.e., enterprise-to-enter-
prise) barter economy that circumvented the vertically oriented
command apparatus. In Stavropol’, for example, the May delega-
tion met a farm manager bound for Irkutsk to negotiate a pork-for-
timber deal. All three missions found primitive commodity ex-
changes functioning in which foodstuffs were being traded against
other physical commodities ranging from computers to construction
materials. Though cumbersome and inefficient by Western stan-
dards, barter continued to grow over the period of the missions’
visits as a mechanism for assuring income of some sort to produc-

2 The extremes were noted, for example, in the disparate food situations in Ufa and Yekater-
inburg. Ufa, though a net food importer, faced few food problems since that city refined about 20
reent of the gasoline used in the Soviet Union. As the ruble collaﬁ:ed, gasoline became a very
iquid asset that could be bartered for anything the city needed. Ye! terinburg, where food sup-
plies were noticeably tighter, had little to offer but heavy industrial and military goods for
which food producers and processors had minimal use (though the Yekaterin oblast’ government
did manage to sign an emergency agreement with Kazakhstan for provision of milling quality
wheat in return for some industrial goods).
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ers and food supplies to those areas able to offer something of
value in return.

During the visits of the three missions, the delegations found
little recognition on the part of Soviet officials of the roles of local
self-sufficiency or growing horizontal trade, and no apparent efforts
to measure the impact they were having on food availability to the
general population. The missions thus concluded that the U.S. Gov-
ernment needed to make an analysis of Soviet food import require-
ments that was independent of the Soviets’ own assessments before
the United States could respond to requests either for food assis-
tance or credit to import food. :

Tuae Foop DISTRIBUTION SYSTEM

All three missions examined the Soviet food chain from field to
consumer with an eye to identifying weaknesses that could -be re-
dressed in order to improve food supplies in the near term. All
agreed that Soviet raw agricultural output was adequate, in the ag-
gregate, to feed the population. On a per capita basis, according to
Soviet data, grain and meat production was on a par with that of
Western Europe, and per capita potato production, for example,
was greater than in the United States. On the basis of information
provided by official sources and informal observations made on the
ground, the missions concluded that production should not be the
focus of efforts to assist the Soviets in improving food availability.

Soviet official sources conceded, however, that grain losses reach
as high as 20 to 30 percent of the harvest, roughly equal to the
level of grain imports, and that vegetable and fruit losses are be-
lieved to range as high as 50 percent. These phenomenal levels of
waste highlighted the fact that distribution, rather than produc-
tion, is at the heart of the former U.S.S.R.’s food problems. 3

The missions concluded that these maladies are rooted in both
economic mismanagement and in shortcomings of physical infra-
structure. Chief among the causes are: :

e First, the physical plant is not structured properly. Some facili-
ties are outdated, others are underutilized, and others are in
the wrong location. There is simultaneously overinvestment
and underinvestment in the food distribution system, which
creates inefficiencies and bottlenecks;

e Second, there is no organized wholesale market. This is exacer-
bated by lack of confidence in the ruble as a medium of ex-
change, which excludes certain cities from participation in the
growing barter economy;

o Third, there is not enough appreciation that part of the value
of food products is created in the distribution system. This is
evident in the overemphasis on production agriculture without
commensurate investment in post-harvest food handling facili-
ties. Even a normal harvest of any crop, let alone a record har-
vest, ensures astounding losses due to the poor location and in-

3 For purposes of these missions, the term “distribution” was used in a very broad sense to
encompass the activities of the entire post-harvest food chain, including farmgate marketing,
wholesaling, processing, storage, transport, and retailing.
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efficient use of storage infrastructure and inefficient use of
processing facilities; :

.* Fourth, food moved through the state system is owned by
nobody and is thus treated very carelessly.

An ideological focus on the importance of production, and a
desire by the Soviet regime to control food supplies centrally, led
directly to inadequate on-farm storage, monopoly control of region-
al storage and processing facilities, and the absence of a wholesale
market in foodstuffs.

Absence of appropriate and adequate grain storage on the farm
and the desire to control supplies has led to overbuilding of grain
storage at centrally controlled mills. In Kiev, for example, the May
mission saw one of the city’s two flour mills, which each year ac-
cepts a year’s needs immediately after the harvest and stores it all
for the coming 12 months. On the other hand, the same mission
saw on-farm grain storage in Stavropol’, which consisted of a two-
sided shed open to the weather on the other two sides. The mis-
sions saw plants operating at one-third to one-half of rated capacity
due to shortages of a critical input or inefficiency somewhere else
in the economy. Again in Kiev, an ultra-high temperature milk
processing line imported at great expense was running at half ca-
pacity due to short supplies of the special cartons it requires,

The absence of a functional, currency-based wholesale market
creates massive inefficiency in food distribution. Commodities
moved through state procurement channels belong to the state and,
in the words of one interviewee, “We know what we now produce
belongs to nobody.” The lack of care for commodities, loss of or
damage to which results in no penalty to those responsible, contrib-
utes to massive losses.

Nevertheless, precursors of wholesale markets were in evidence
in the form of primitive commodity exchanges. These were aug-
mented by direct barter trade between food producers and manu-
facturers of consumer items and inputs. Though these channels are
inefficient, they are more efficient than the central allocation
system they are supplanting. Their ultimate development into gen-
uine wholesale markets is hindered by slow public acceptance of
middlemen who turn profits by reselling commodities they did not
produce. Such activity until recently was a crime. Development of
wholesale markets is also hamstrung by short supplies of capital
for investment in facilities.

Continued “old thinking” on the part of many in the agricultural
leadership was and remains a major obstacle to resolving problems
in the food distribution system. There is almost no recognition that
the value of food products can be created or augmented through
processing, handling, and packaging. This is not surprising since
much of the agricultural leadership of the new independent states
of the former Soviet Union consists even today mostly of technical-
ly and production-oriented bureaucrats. Many began their careers
as farm chairman and directors, concerned wholly with meeting
production plan goals and having no need to care about marketing
or other aspects of the food chain. These leaders clearly fail to real-
ize that continued relative overinvestment in production agricul-
ture will not only fail to solve the former Soviet states’ food prob-
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lems, it also will divert scarce and desperately needed capital from
making economically rational improvements in processing, trans-
portation, and storage.

With continued ideological focus primarily on production, and no
appreciation of value added in distribution, it isn’t surprising that
food—once produced—is handled carelessly. Further, since in most
instances even yet no one owns food during various steps in proc-
. essing and distribution, no one has any incentive to preserve it or
enhance its value. The delegations attributed much of the spillage,
spoilage, waste, and poor quality the members saw to this lack of
ownership.

KEys 70 IMPROVING FOOD AVAILABILITY

The missions determined that the keys to improvements in food
availability are movement away from the collapsed command
‘system and a successful move to a market economy. Interestingly,
two of the major obstacles to this reform identified by the May mis-
sion were, while not eliminated, greatly reduced in the wake of the
abortive August coup d’etat. The May mission identified the en-
trenched Communist Party bureaucracy, which controlled the
middle and lower levels of government and actively sought to
thwart reform, as the single greatest threat to successful reform.
When asked what they would do if allowed to work only one mira-
cle in support of reform, a majority of Soviet citizens asked by the
May mission responded that they would break the Communist
Party’s stranglehold on government. Surprisingly, this view was
shared even by some party members. And, though the grip of the
old party bureaucracy was greatly weakened by the failure of the
coup and the subsequent abolition of the Communist Party, many
old party members remain in positions of considerable influence
and continue to obstruct reforms. The October mission noted that
despite enthusiasm for reform at the very top and at the grass
roots level, there remains at the middle levels of government a sig-
nificant and intransigent morass of bureaucracy that fears and is
threatened by reform, and that actively seeks to hinder economic
restructuring. Events since then have demonstrated that conserva-
tive elements in the national parliaments of several of the new in-
dependent states also seek to stymie reform.

The second major obstacle identified by the May mission was the
absence of a privatization law. Since then, several of the new inde-
pendent states have adopted decrees and laws to privatize capital
infrastructure and, to a more limited extent, land. These remain
subject in many cases to local bureaucracies dominated by conserv-
ative elements, however. They also continue to face obstructionism
on the part of local officials and leaders of collective and state
farms (even those being forcibly privatized).

The third major obstacle identified by the May mission remains,
and that is a lack of capital that makes establishment, operation,
and expansion of private enterprises exceedingly difficult. The
shortage of ruble capital is critical. While a growing number of
commercial banks are making small loans to entrepreneurs at high
rates of interest, what is most vitally needed are sources of equity
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capital. This, of course, is tied closely to private ownership issues,
and is compounded by the absence of capital markets.

THE Focus oF U.S. AssisSTANCE EFFORTS

The United States implemented several programs in the wake of
the three missions to assist the Soviet Union in its transition to a
market-oriented economy. Following the collapse of the Soviet
Union in December 1991, the programs were continued within the
framework of U.S. recognition of each individual state of the
former Soviet Union.

Recognizing that the Soviet Union faced continuing cash-flow
problems and could not maintain its desired level of agricultural
imports on a cash basis, the United States extended commodity
credit guarantees beginning in December 1990. Since the demise of
the U.S.S.R., additional credit guarantees have been announced for
12 new independent states of the former Soviet Union. Though not
a form of assistance, extension of credit guarantees in support of
commercial sales assured continued movement of large quantities
of U.S. agricultural commodities to the former Soviet Union.

Humanitarian food assistance began in December 1991 with air-
lifts of surplus Defense Department rations to cities in greatest
need. These rations were specifically targeted for vulnerable
groups, including occupants of orphanages, retirement homes, and
other institutions. These were followed by deliveries of food assist-
ance under authority of the Food for Progress program worth over
$165 million to cities identified as severely food deficit. This latter
program utilized private voluntary organizations to distribute food
to vulnerable population groups in Russia, Armenia, Byelarus, Ka-
zakhstan, and Turkmenistan.

In the longer term, however, improvements in food availability
will be most dependent on reform of the food systems of the new
independent states. Toward that end the United States Govern-
ment has initiated several technical assistance projects intended to
facilitate the difficult transition to a market economy.

Several themes developed by the missions are reflected in the.
choice of activities: :

* Maximizing returns from existing resources through market-
oriented management,

* A focus on the post-harvest part of the food chain, even in
farmer-oriented activities,

* Demonstration efforts that can be duplicated or imitated else-
-where using resources available within the former Soviet
Union, and

. Wo;'k that will have a measurable impact in the next crop
cycle.

These include a model farm project in the St. Petersburg area,
which focuses on marketing of agricultural products; a project to
establish wholesale markets in Moscow and Kiev; establishment of
an extension service in Armenia; and a program to loan American
private sector executives to enterprises in the former Soviet Union
to help them make better use of existing capital infrastructure. In
addition, a farmer-to-farmer program is already under way and
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will be expanded over the next year to share U.S. knowledge of
marketing, processing, storage, and transportation of agricultural
commodities with the nascent agribusiness entrepreneurs of the
new independent states. The Cochran Fellowship Program, a pro-
gram of short-term training, will also be extended to the new inde-
pendent states this year, supported by funding under the Emerging
Democracies provisions of the 1990 Farm Bill. ‘
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With the breakup of the former Soviet Union into 15 new states,
the availability of food has become tremendously important to
their leaders, eager to defend their newly won political powers and
fearful of consumer unrest. Seven former republics—Ukraine, Bye-
larus, Kazakhstan, Moldova, Estonia, Latvia, and Lithuania—have

~
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accounted for larger shares of the former union’s food production
in recent years than they have of its population. Of these, Ukraine
is by far the biggest producer of food per capita, producing more
meat, milk, grain, and vegetables than it consumes and exporting
these products to its former Union partners. The other food export-
ers lacked Ukraine’s broad production capabilities, but their sur-
plus output of some types of food provides them with the where-
withal for acquiring oil, gas, and industrial inputs via trade with
other republics. Russia has been the largest food producer in abso-
lute terms, but its need to import substantial amounts of food is
one of its few vulnerabilities relative to the other former republics.
Uzbekistan, Turkmenistan, and Tajikistan—the lowest consumers
of food per capita of the former Soviet republics—are also the most
dependent on imports for the food they consume. As such, they are
the most at risk nutritionally as the former republics assert their
independence.

The following discussion will briefly review differences among
the various former republics in food production, in privatization as
it relates to agricultural production, in-food consumption, and in
food processing and distribution, and it will discuss some of the im-
plications of these differences. It will not address questions of po-
tential republic self-sufficiency in food availability based on natural
resources, either through production possibilities such as cropping
pattern changes or through trade—with reciprocal products or in
hard currency. In a world of highly economically interdependent
states, as Schroeder so cogently points out: “The question of eco-
nomic viability centers much less on the self-sufficiency of an eco-
nomic territory than it does on the ability of that territory’s popu-
lation to perform within the larger global economy.”’ 1

At a cost—perhaps very high—any new nation-state can survive.
The potential for doing so with trade and foreign investment is lim-

. ited only by that nation-state’s own policies and stability.
Foop SuppLiks: A NEar-TERM AND LONG-TERM PROBLEM

After peaking in 1989, agricultural output in the former Soviet
Union declined and food shortages, already widespread, worsened
the country’s chronic food-supply problem. Moreover, the gradual
disintegration of the traditional centrally directed food distribution
system meant that formerly favored areas, such as large industrial
cities, bore the brunt of the production downturn while areas pro-
ducing farm products benefited. Officials of many agricultural
areas instituted bans against exports of foodstuffs to other regions
to provide more abundant supplies for their constituents.

" For several decades, providing the public with more and better
food supplies had been a key goal of successive regimes, in part be-
cause the availability and quality of food have long been perceived
as the most important determinants of living standards. 2 With the
gradual breakup of the Union in 1991, availability of food became
tremendously important to republic leaders, eager to defend their

1 Schroeder, Gertrude E., “On the Economic Viability of New Nation States,” Journal of Inter-
national Affairs, Winter, 1992, vol. 45, no. 2, pp. 549-574.

2 Numerous polls over the past decade have testified to this. For a recent example, see
Moscow News, no. 38, 1991, p. 5.
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newly won political powers and fearful of consumer backlash. Re-
public and local officials as well as consumers in general began
worrying that serious food shortages, perhaps even famine, were
likely during the winter. 3 With the aid of a relatively mild winter,
stepped-up food imports—both donated and purchased with West-
ern credits—and a massive price liberalization in Russia in Janu-
ary 1992 that was followed to a greater or lesser extent by the
other states, the former republics suffered few ill effects through-
out the winter of 1991/92. Many consumers used hoarded house-
hold stocks, others shifted buying patterns from more expensive
meat and dairy products to milk- and grain-based products, the
prices of which were still partially controlled. Less favored groups
of the population—elderly pensioners, the chronically ill, and
larger families with low incomes—may have experienced occasional
hunger. There were reports of vitamin deficiencies among chil-
dren. * Nonetheless, few instances of nutrition-related disease were
reported. Ensuring reliable and adequate supplies of food for their
populations remains one of the major challenges to the various
former republics as they assert their political independence and try
to overcome their traditional economic. interdependence, a chai-
lenge that is likely to take years to resolve.

DIFrFeRENCES IN Foop ProbucTioN

The 15 former Soviet republics have agricultural production pro-
files that, in part, reflect the differences in their climate, soil, and
other natural resources, but that have also been heavily influenced
by the previous regime’s strategy for economic development. Only
one-quarter of the former union’s land mass is suitable for farm op-
erations, and two-thirds of that area is only fit for permanent
meadows and pastures. Most of the highly productive farmland is
located in a broad band that encompasses most of Ukraine, Ka-
zakhstan, and roughly one-quarter of Russia’s oblasts. These are
the only areas of the former U.S.S.R. that produce enough grain to
meet their needs for food, feed, and seed use.

Even in these areas, agricultural production is constrained by a
short growing season in the northern areas and by lack of moisture
in the south. Grain production, for example, requires on average a
100day growing season, which is not generally present north of
55°N. It also requires a minimum of 10 inches annual rainfall,
which limits its southern extension in the absence of irrigation.
Moreover, weather is subject to rapid, extreme, and damaging fluc-
tuation. Precipitation and temperature vary widely from year to
year and seasonal distribution is often unfavorable. In years of ade-
quate rainfall, for example, torrential precipitation may greatly
damage crops. Droughts occur over wide areas in two out of every
five years on average. 5

The impact of regional differences in soil and climate on produc-
tion was magnified over the years by an economic development

3 Pravda, 15 August 1991, p. 1, Moscow, Russian television network, 13 Avugust 1991.
* Argumenty i fakti, no. 43, November 1991, 8‘15.
© Based on CIA, USSR Agriculture Atlas, Washington, D. C., December 1974, CIA/ER 76~
10577 U; CIA, USSR: The Impact of Recent Climate Change on Grain Production, Washington,
D. C., October 1976, and World Meteorological Organization temperature and precipitation data.
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strategy that placed little emphasis on efficiency and did not en-
courage republics and regions to grow sufficient food to provide for
their residents. Rather, they were to specialize in production of in-
dustrial goods or certain key commodities and to depend on a com-
plex set of trading relationships for food supplies. In Central Asia,
for example, central planners stressed the need to produce cotton
rather than food crops.

As a result of this combination of geographic and policy factors,
a substantial interdependence among the former republics devel-
oped, particularly with respect to food. During the period of the
1986-90 five-year plan, four republics and the three Baltic states
generally accounted for a larger share of the former union’s food
production than they did of its population (see Table 1). Of these
seven, however, only Ukraine exported all the major types of food
to other republics, while the other leading food producers all re-
quired some imports to maintain their current diets (see Table 2).
Estonia, Latvia, Lithuania, and Byelarus, for example, produced
more food overall than they consumed, but depended on feedstuffs
brought in from other republics or the West to support their high-
value livestock production. These republics, in turn, shipped live-
stock products to other parts of the country.

Meanwhile, the Central Asian republics (excluding Kazakhstan),
Georgia, Armenia, Azerbaijan, and vast areas of Russia produced
far less grain and other foods than they consumed. Turkmenistan,
Uzbekistan, Tajikistan, and Kyrgyzstan were also net importers of
food, but, together with Moldova, produced one-fifth of the coun-
try’s vegetables, one-quarter of its fruit, and over half of its grapes.

DIFFERENCES IN PRIVATIZATION

To some extent, these interrepublic differences in food produc-
tion are changing as the planned economy gives way to the market.
Privatization, in particular, is a powerful force for change. To date,
however, the former republics also differ substantially among
themselves in the extent to which food production is privatized.
During 1986-91 about three-quarters of the former Soviet Union’s
agricultural output was produced on sovkhozy (state farms), kolk-
hozy (collective farms), and other state enterprises that had devel-
oped their own farms, primarily to supply their cafeterias and
dining rooms. The remaining quarter came largely from the tradi-
tional private plots in rural areas, which averaged less than 1 acre
in size, and from small garden plots in suburban areas, which aver-
aged less than one-third of an acre. Over the past 5 years the
number of garden plots has more than doubled. In 1990 nearly one-
quarter of urban families had plots, and, according to official Soviet
statistics, produced an estimated 3 million tons of potatoes, about 1
million tons of other vegetables, and over 500 thousand tons of
fruit. 7 These were important supplements for urban diets.

s See, for example, Gertrude E. Schroeder, “Economic Relations Among the Soviet Republics,”
in Michael Claudon and Tamar Gutner, eds., Investing in Reform: Doing Business in a Changing
Soviet Union, New York, New York University Press, 1991, pp. 19-38.

7 Derived from Narkhoz 1990, p. 484 and Statisticheskiy Bulletin, no. 8, 1991, Goskomstat,
Moscow.
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TABLE 1. Shares of Food Production and Population in the Republics of the Former Soviet
Union, 1986-90, Various Years.

(Percent)
Food Production & Population ®
Republic ; .
Total Crops ek " 1 hly 1988
Russia 49.2 46.5 50.9 51.5
Ukraine. 24.0 26.1 22.1 18.1
BYCIAUS connevoneeeeeeerreeeeeeenn 6.4 1.0 6.1 36
Moldova 20 . 27 1.6 15
Kazakhistan. ..uueeeeeeereee. 6.5 6.8 6.3 58
Kyrgyzstan .......... 0.9 0.8 1.0 L5
Tajikistan............. 0.6 0.6 0.6 18
Turkmenistan 0.4 0.3 0.4 1.2
Uzbekistan.............ccouveeerreecmenens ) 2.3 22° 23 6.8
Armenia : 0.6 0.6 0.6 1.2
Azerbaijan ...........oeevvrrrevenennn 13 1.8 1.0 24
Georgia 11 14 - 09 19
Estoniz 1.0 0.7 11 0.6
Latvig 15 1.0 18 1.0
Lithania ..., 23 16 2.8 13
Total 100.0 100.0 100.0 100.0

Sources: Narodnoye khozyaystvo SSSR v 1990 g and earfier editions, similar compilations published annually in
the respective republics, and other official Soviet sources. )

Malies indicate that the republic accounted for a larger share of food production than its total porulation.

» Average of 1986-1990, excludes nonfood farm products such as cotton, tobacco, wool, changes in livestock
inventories, and seed and waste in fram and potatoes.

> Interpolated from data in Narknoz 1988, p. 19, and Narkhoz 1967, p. 344,

© Includes feed used to produce product.

The average area and importance of private plots, both rural and
urban, varied greatly among the republics (see Table 3). In Georgia,
for example, private agriculture accounted for a large share of
sown area and output, in part because collectivization was merely a
formality for the numerous farmslocated in mountainous and
remote areas. Private agriculture also accounted for a larger than
average share of output in republics such as Ukraine and Byelarus,
where the fertility of the soil and other growing conditions are con-
ducive to production of vegetables, fruit, berries, and other crops
that lend themselves to small-scale cultivation. In Turkmenistan,
private agriculture had a low share of sown area but a surprisingly
large share of output, which reflected the importance of grazing
animals to the private farming sector. ‘

In addition to these traditional types of private plots, beginning
in 1989, the private sector in agriculture began to include a new
form of production, the “peasant” or “farmer’s” farm. These are in-
dependent farms operated by an individual, a family, or another
small group to produce, process, and sell agricultural products. A
peasant farmer has possession of his farm for life and can bequeath
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TABLE 2. Surpluses or Deficits in the Supply of Selected Foods in the Republics of the Former
Soviet Union, 1986-90.

Milk
Republic Meat (including Grain Potatoes Vegetables
Butter)

Russia -

Ukraine
Byelarus

+
+
Kazakhstan.........ccocoeervereeneeennenne +
Moldova +

Armenia —
Azerbaijan ..........oooeeeeeensereecernnanns — - —
Georgia — .
Kyrgyzstan........ccoccoeenneeeeersernses even - — -
Tajikistan — — - even

Turkmenistan
Uzbekistan.............oecnrreerereeenernner - —

Estonia +
Latvia +
Lithuania +

| +
+
++

++ A+
| +

[3-3

2

[
|
+

I+ +++ + |

|
+ )

+++
|

+
+ —
+ even

Sources: Same as Table 1. ] :

Notes: Based on official Soviet statistics from the annual republic yearbooks on quantities Froduced and
consumed during 1986-90. Grain and potato statistics are adjusted for seed, feed, and waste. Pluses indicate
that an area produces more than sufficient quantities based on historical data for consumption. Minuses indicate
that an area produces less.

it to his heirs so long as it remains in agricultural use. By mid-
1991, Soviet officials indicated that there were nearly 70,000 of
these farms, occupying nearly four million acres. ® Those in Ka-
zakhstan and Kyrgyzstan—which concentrate primarily on pastur-
ing cattle and sheep—were by far the largest, averaging nearly
1,000 acres and 400 acres respectively. Those in Georgia and Arme-
nia, averaging less than one hectare, were the smallest. The
number of peasant farms was increasing particularly rapidly in
Russia and Uzbekistan, while between spring and December 1991,
Armenia reportedly had transferred roughly 70 percent of its crop
land and almost all vineyards and orchards from collective to pri-
vate holdings. ® As a result, almost no state and collective farms
now operate in Armenia. By the end of 1991, the total number had
increased to more than 200,000 peasant farms. 1°

Roughly three-quarters of peasant farms specialized in produc-
tion of meat, milk, and eggs, while the remaining quarter produced
only crops such as potatoes, other vegetables, and feedstuffs. 1! Al-
though peasant farms produced too little to be reported in official

8 Glasnost’, no. 41, 1991, p. 4, and Goskomstat press release no. 195, 8 July 1991.

® Pravda, 24 December 1991, p. 2.

10 APK: Ekonomika, upravleniye, no. 1, 1992, p. 8.

11 Interfax quoted by Grey and Markish in Economies in Transition, vol. 5, no. 1, 1992, p. 8.
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TABLE 3. Measures of Private Agriculture by Republic of the
Former Soviet Union, 1986-88, Various Years.

e Mgl gt
1T 19 214
Ukraine ......... 60 - 26.0
Byelorussia.... 14 26.0
Moldova.......... 6.8 16.7
Kazakhstan 0.4 24.0
_Kyrgyzstan.......oeveenecenenne, 36 2.1
Tajikistan ........... 35 231
Turkmenistan 0.3 19.2
Uzbekistan .........coooccerneennee 29 22.0
ArMenia......coeeverveerveeeeeeerees 59 357
Azerbaijan .........ccovcoevrrres 20 333
Georgia 12.0 45.4
Estonia 4.7 222
Latvia 47 24.1
Lithuania 9.4 28.6
Total 100.0 100.0

Sources: Same as Table 1.
= From republic statistical handbooks. Data for Lithuania are for 1986; data
for Estonia and Uzbekistan are for 1988; and data for all other repubhcs are
for 1987. In 1990, area in private productlon for the entire country increased
to 3.0 percent (Narlr/mz 1990, p. 467). Data for the individual republics are
not yet available.
b Annual average output for the 1986-88 period calculated from official
data on production, expressed in 1983 prices. The share in 1988-90 increased
. Slightly to 24.8 percent (Aarkhoz 1990, p. 458). Data for all the individual
republics are not yet available.

totals, anecdotal comments and survey results indicate that their
productivity is higher than that on state and collective farms. 12 To
judge from data on their number and size alone, peasant farms
could have easily added close to 2 percent to total agricultural pro-
duction in 1991. According to a Novosti newscast, their share in
Russia was about 1 percent, and the 1991 report on economic re-
sults estimated that peasant farms produced 0.3 percent of total
meat and milk output.!3

Privatization—particularly the development of private farms—ls
now occurring at different rates in the former republics, with Ar-
menia and Russia in the lead. In an effort to spur more rapid land
reform in Russia, President Boris Yel’tsin issued a spate of decrees
in late December 1991 ordering state and coilective farms to reor-
ganize into new forms and to give land to those who want to

12 See, for example, Pravda, 24 December 1991, p. 2, for the effects in Armenia.
13 Novosti, 3 February 1992.
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become private farmers. 1¢ The move to reorganize state and collec-
tive farms is still in its early stages. Russian Agriculture Minister
Khlystun told the People’s Congress on 7 April 1992 that between
January and March 3,600 of Russia’s 24,000 profitable state and
collective farms had reorganized: 390 into associations of private
farms, over 2,000 into joint stock companies, and others into coop-
eratives. 15 At that time, the number of private farms had in-
creased by 50 percent to 80,000. A few days earlier, parliament
head Ruslan Khasbulatov was somewhat less optimistic at Russia’s
Supreme Soviet meeting, pointing out that some 2,700 Russian pri-
vate farmers had given up their farms, undoubtedly because of ob-
struction on the part of local officials and the difficulties of acquir-
ing needed inputs such as fuel and equipment, seed, and agroche-
micals. 18 Nonetheless, in mid-May, Izvestiya reported that a total
of 120,000 peasant farms—occupying nearly 5 million hectares or 2
- percent of agricultural land—were in existence. !7 The goal of set-
ting up 150,000 such farms by the end of 1992 is within reach. 18

Land reform and the development of peasant farms are proceed-
ing at a slower pace in all the other former republics. In the Baltic
states the number of private farms is going more slowly than ini-
tially expected, partly because of complications associated with
verifying ownership documents, but also because of the costs of set-
ting up private farms. 1° In Lithuania, many workers and manag-
-ers on state and collective farms sharply opposed breaking up exist-
ing farms. 2¢ In March Ukraine passed a decree aimed at speeding
up land reform. 2! The decree specified a time table for completing
land reform by 1995. Other republics have somewhat tighter dead-
lines, but all, even Russia, are facing serious difficulties in imple-
menting their plans. 22 Kazakhstan, which does not include land
ownership in its economic privatization program although it recog-
nizes the validity of long-term leases and heritability, may face
even more difficulties than the others. 23 Nonetheless, and despite
problems with inputs, bureaucratic resistance, and so on, early re-
turns indicate that productivity on Private farms is sharply higher
than it had been in the ‘“socialized” sector. For example, in 1991
tomato yields on Armenian private farms were double the tradi-
tional yield, and milk yields on Russian private farms were 30-40
percent higher. 24

DirFrFERENCES IN Foop CONSUMPTION

Just as the amounts and composition of agricultural production
differ greatly from republic to republic, there also are interrepublic

14 Resolution “On Procedure for Reorganization of Kolkhozes and Sovkhozes,” signed on 29
December 1991 and published in Sel’skaya zhizrn’, T January 1992. Decree “Land Reform Imple-
mentation,” signed on 27 December 1991 and published in RIA Official News, 28 December
1991.

15 Radio Rossii, 7 April 1992.

16 Moscow TV, 2 April 1992.

17 Izvestiya, 20 May 1992, p. 2.

18 Moscow radio, 2 February 1992.

19 Ekho Litvy, 4 December 1991, p. 3.

20 Prayda, 24 May 1991, p. 1.

21 Holos Ukrayiny, 24 March 1992, p. 14.

22 Rossiyskaya i:zeta, 1 April 1992, p. 1, outlines some of the abuses in Russia.

23 Kazakhstanskaya pra 17 September 1991, p. 2.

24 Izvestiya, 2 October 1991, p. 1.
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differences in consumption. These result both from differences in
the availability of food in local outlets and from differences in
income. Even official Soviet statistics, which Western scholars have
criticized as incomplete and flawed, show substantial differences in
average consumption of food (see Table 4). In 1990, the latest year
for which complete official data on all the republics are available,
average reported per capita food consumption in the U.S.S.R.
ranged from a high of over 3,500 calories per day in Ukraine, Bye-
larus, and Moldova to a low of about 2,700 calories in Azerbaijan
and Tajikistan, and about 2,800 in Turkmenistan and Uzbekistan.
Starch-staple ratios—a quality measure based on the share of calo-
ries from potatoes and grain-based products—ranged from about 30
percent in Estonia (comparable to the United States), to roughly 40
percent in Russia, Ukraine, Byelarus, Lithuania, and Latvia, to
over 50 percent in Uzbekistan, Georgia, Azerbaijan, and Turkmen-
istan, and nearly 60 percent in Tajikistan. Reported starch-staple -
ratios in the republics are generally inversely related to differences
in average per capita income. 23 With increasing income, consum-
ers shift their food spending from less expensive starchy foods to

igher priced meats, dairy products, vegetables, and fruits to the
extent they are available. :

TABLE 4. Official Indicators of Dietary Quality in the Republics of the Former Soviet
Union, 1980 and 1990.

Calories per Day ® Starch-Staple Ratio ® (Percent)
Republic -

1980 1990 1980 1990
RUSSIA......vooucoeemesessassmasnnenees 3,215 3,355 425 381
Ukraine.... 3,485 - 3614 452 22
Byelarus ...... 3470 3,585 415 409
Moldova........crerrrererserrecee 3,390 3,575 515 . 46.9
Kazakhstan..................connens 3,085 3,295 489 450
Kyrgyzstan.........coveveennneee 2,615 2,955 55.6 470
Tajikistan.........ooooooeererereeee 2,740 2,695 - 609 58.5
Turkmenistan................c... 2,695 2,840 571.0 543
Uzbekistan.................c.oeennne 2,760 2,835 60.0 56.2
Armenia... 2,925 2,930 469 4356

2,730 2,635 54.8 53.8

3,285 3,150 55.0 55.0

3,310 3,060 333 29.2

3,210 3,390 311 35.6

3,290 3,495 39.3 . 313

Sources: Same as Table 1. .

a Based on official statistics on consumption from Jorgoviya SSSK, Moscow, 1989, pp. 24-25, and
Vestnik statistiki no. 10, 1991, pp. 54-56, converted to calories using coefficients developed by the U.S.
Department of Agriculture.

b Percentage of calories derived from potatoes and grain products.

25 Well over half the households in Tajikistan, Uzbekistan, Kyrgyzstan, Turkmenistan, and
Azerbaijan had monthly per capita incomes of less than 100 rubles in 1988 compared with about
one-quarter of all households in the U.S.S.R., while only 8 percent of households in Estonia had
such low incomes. IMF, A Study of the Soviet Economy, vol. 2, p. 203, Paris, 1991.
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Net farm output dropped roughly 8 percent in 1991. That drop,
combined with the country’s increasing inability to purchase food-
stuffs abroad and the disarray throughout the republics in the tra-
ditional food production and distribution system, raised fears
among the citizenship and in the West of imminent hunger and
even raised the spector of famine. In the event, however, substan-
tial increases in imports of products such as meat and soy oil
(largely with Western credits) eased the impact. Per capita con-
sumption (in terms of calories) on average dropped by only 5 per-
cent while the starch-staple ratio increased by roughly the same
percentage. 26 Per capita consumption of nearly all foodstuffs
except potatoes and grain-based products declined. Meat consunip-
tion fell by about 8 percent to its lowest level since 1984 and sugar
consumption was down by 7 percent. Even with these declines, av-
erage food consumption remains well above that in many other de-
veloped countries and roughly 20 percent above the average world
level as calculated by the Food and Agricultural Organization of
 the United Nations. 27 Some of the decline in livestock product
consumption arose from the April 1991 restructuring of retail
prices, but more of it undoubtedly occurred in the second half of
the year as the drop in farm output began to affect food sup-
plies. 28 For example, survey data indicate that consumption of
livestock products in the Transcaucasus republics had fallen by as
much as 40 percent by midyear. 2°

Little data on 1991 consumption of food products in the various
republics had been published by mid-1992. Clearly, however, repub-
lics' that were major producers of farm products bore less of the
brunt of the production shortfall. Protectionist measures played a
role in improving the food situation in some areas while worsening
it in others. Republic officials used their newfound authority to
impose restrictions on the outflow of local products in short supply.
Trade wars proliferated and became increasingly localized. In Sibe-
ria, for example, district governments prohibited export of food to
other Siberian districts and established cordons to enforce the
bans. 39 By mid-1991 nearly every republic had instituted some sort
- of control on shipment of foodstuffs beyond its border. Major cities,
traditionally dependent on centrally supplied stocks for maintain-
ing retail food sales, suffered particularly. Consumption of livestock
products in cities such as Moscow, Yekaterinburg, and St. Peters-
burg dropped by some 15 to 30 percent. 3! Scattered data indicate
that Kyrgyzstan, Tajikistan, and Azerbaijan, where meat consump-
tion already was well below average, suffered the sharpest drop-off
in meat consumption while Moldova and Ukraine had the largest
decline in per capita milk consumption. 32

In January 1992, most wholesale and retail prices for foodstuffs
were freed in the 11 former republics that now constitute the Com-

26 Calculated primarily from data in Ekornomika stran chlenov sodruzhestvo nezavisimikh go-
sudarstv v 1991, Moscow, 1992, p. 59.

21 FAO Production Yearbook 1989, vol. 43, Rome, 1990, p. 106.

28 Vestnik statistiki, no. 12, 1991, p. 13.

29 Jbid,, p. 14. o

30 A prime example of this was reported in Izvestiya, 5 August 1991, p. 2.

31 op, cit., Vest. stat, no. 12, 1991, p. 15. -

32 op. cit., Ekonomika stran, p. 59.
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monwealth of Independent States (CIS). These prices had been
largely freed in the Baltic republics during the last half of 1991. 33
Again Russia took the initial action, effectively forcing the other
former republics to go along or face the prospect of their goods
flowing to Russia at the same time as Russians increasingly
shopped across borders. With few subsidies remaining on foodstuffs,
state-store food prices rose dramatically. 3¢ Consequently, consum-
ers reduced purchases of some foods and stopped buying others en-
tirely. State stores found previously scarce foods going unsold.
Trade workers did not react by cutting prices to stimulate sales but
returned goods to producers and cut orders for future deliveries. As
unsold inventories began to accumulate, both state stores and food
processors in Russia realized that they had priced themselves out
of the market, and prices—although remaining high-—began to de-
cline. Some other former republics, however, reinstituted price ceil-
ings on more products. These factors, combined with the continuing
failure to observe interrepublic trade agreements, indicate that dif-
ferences in the amounts and composition of foods consumed in the
- former republics are likely to be greater in 1992 than in 1991.

D1FFERENCES IN FooD PROCESSING AND INTERREGIONAL TRADE

Food processing is an important industry in all the republics, but
it is concentrated particularly in southern Russia, Ukraine, Mol-
dova, and the Caucasus, which grow most of the raw material for
producing sugar, vegetable oil, canned fruits, vegetables, and juices.
Small-scale processing is carried out in tens of thousands of shops
managed by farms across the country, but over three-quarters of
industrial food processing is done in centralized large enterprises
that are poorly equipped and are generally located in or near
larger cites. Russia, for example, with about half the population of
the 15 former republics, has about 60 percent of total industrial
food-processing plants. 33 As a result of this concentration of pro-
duction near large urban areas, long hauls of raw materials from
farms to processors frequently occur with huge waste along the

way.

In 1991 increasing republic autonomy compounded the difficul-
ties of moving processed farm products to consumers. Ukraine’s ad-
vantageous position in production and processing of sugar com-
bined with its desire to supply local residents first, for example, ex-
acerbated shortages in other republics. A former Russian Minister
of Agriculture commented that his republic, which consumes 7.5
million tons of sugar annually, relies on Ukraine for about 15 per-
cent of its needs. 3¢ Similarly, Central Asia’s refusal to honor
cotton-supply agreements with Russia led to a near shut-down of
Russia’s major textile processing center in Ivanovo in early 1992. 37

33 The maintenance of low, stable, subsidized food prices had long been a major drain on the
state budget, requiring about 100 billion rubles in 1990. These prices had also stimulated
demand for these foods far beyond the ability of the agricultural sector to fill. Severin, Barbara,
“Solving the Soviet Livestock Feed Dilemma,” in Gorbachev’s Economic Plans, Joint Economic
Committee, Washington, D. C., November 1987, pp. 45-61.

3¢ Delovoy mir, no. 56, 21 March 1992, p. 6.

35 Based on data in republic statistical handbooks.

36 Radio Rossii, 5 Sggtember 1991.

37 Pravda, 7 May 1992, p. 2, and Teleradiokompaniya Ostankino, 12 May 1992.
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Although Central Asia produces most -of the cotton used in the
former republics, only preliminary processing is done there. Most
of the intermediate and final processing is done in Russia, which in
turn sent finished goods to the Central Asians.

Overall, for all the problems of the food processing and food dis-
tribution systems, interregional trade has historically provided
residents of the less agriculturally favored republics and regions
with substantial supplements to local food production. The Far
East region of Russia, for example, imports more than one-half of
the meat it consumes, and the Transcaucasian and Central Asian
republics (except for Kyrgyzstan and Kazakhstan) import more
than one-third of the meat they consume. 38 Meanwhile, vegeta-
bles, fruit, and grapes from the southern republics provide welcome
variety in the diets of the rest of the country as well as raw materi-
al for the processing industry.

‘SHORT-TERM IMPLICATIONS

Now that the 15 former Soviet republics have become independ-
ent and interrepublic trade in foodstuffs has essentially fallen by
about half, several republics such as Ukraine and Kazakhstan and
parts of Russia face the happy prospect of improving food availabil-
ity in terms of both quality and quantity. 3° Others, however, such
as Tajikistan, Azerbaijan, Turkmenistan, and Armenia, face the
dismal prospect of further declines in the near-term unless trade
relations improve substantially and soon. Indeed, the Central Asian
countries with already low per capita consumption may be hit with
increasing malnutrition and all its sad consequences for the popu-
lation’s health and productivity. There are a few encouraging signs
that interrepublic trade is beginning to recover and market factors
are beginning to play a role in all the former republics. Russia and
Lithuania have signed an agreement to exchange oil and meat. Ka-
zakhstan has promised grain to Uzbekistan. In some regions, nota-
bly Central Asia, production patterns are already changing in ways
that can help improve local food supplies. In Russia, farms are
planting more sugar beets and sunflower seed. This should help in-
crease republic supplies of sugar and vegetable oil products that
are currently in short supply there. Moreover, weather conditions
over the winter and into mid-1992 suggest that overall farm pro-
duction of foodstuffs in all the new countries should increase this
year. More of this year’s production should be available to consum-
ers as Western assistance with food processing, handling, and dis-
tribution is brought into play and chronically high waste and losses
are reduced. Higher prices—both wholesale and retail—should en-
courage more careful handling. Finally, high retail prices have al-
ready reduced demand and curtailed waste as households have
become more thrifty in their use of foodstuffs.

38 Calculated by the author and based on official statistics on production and consumption
within each republic and, in the case of Russia, each oblast.
39 Based on 9-month interrepublic trade data, Ekonomika i zhizn’, no. 43, October 1991, p. 8.



APPENDIX A. FARM OUTPUT OF THE REPUBLICS

TABLE A-1. Russia: Selected Components of Farm Qutput, ‘1970-90.
Thousand Tons

1983

Component 1970 1975 1980 . 1981 1982 1984 1985 1986 - 1987 1988 1989 1990

Total Grain .
Bunker Weight 113,5000 77,5000 1051220 78,8180 1051550 111,485.0  92,431.0 ' 106,593.0 117,967.0 109,080 1028000 1132000 128,241.0
Clean Weight NA NA 97,3000 NA NA NA NA 986000 107,500.0 986000 937000 104,800.0 116,700.0
Potatoes 539930 51,1020 369710 32,1080 40,6650 42,0040 434210 33,8400 43,0760 380280 336920 337600  30,848.0
Vegetables 10,0660 ~ 10,6000 11,1010 11,1040 126620 128130 129400 111310 11,7290 11,1550 11,4810 11,1540  10,328.0
Fruit, Berries and Grapes. 3,045.0 3,293.0 2,884.0 35180 33140 3,972.0 3,963.0 3,400.0 3,709.0 3,086.0 3,321.0 3,322.0 29780
Sugar Beets 239030 192260 241300 162150 23,0000 267720 27,9720 314500 28,2000 341560 328240 373780 31,0910
Sunflower Seeds...........rreressmrereerseas 3,066.0 2,192.0 1,995.0 2,031.0 2,493.0 2,552.0 1,942.0 2,621.0 2,363.0 3, 087 0 2,958.0 3,789.0 34210
Soybeans 595.0 766.0 4410 394.0 429.0 4240 349.0 357.0 §75.0 675.0 738.0 7000
Other il Crops 139.0 42.0 164.0 75.0 178.0 124.0 109.0 122.0 162.0 192 0 367.0 373.0 573.0
Total il Crops.. 3,800.0 3,000.0 2,600.0 2,500.0 3,100.0 3,100.0 2,400.0 3,100.0 3,100.0 3,800.0 4,000.0 4,900.0 4,700.0
Beef and Veal 2,883.0 3,341.0 32740 3,240.0 3,243.0 3,488.0 3,5717.0 3,575.0 3,756.0 3,991.0 4,150.0 4,256.0 43290
Pork 2,195.0 2,810.0 2,579.0 2,600.0 2,686.0 2,955.0 3,033.0 2,978.0 3,093.0 3,264.0 3,399.0 3,499.0 3,480.0
4490 459.0 3380 349.0 325.0 3270 344.0 321.0 345.0 346.0 371.0 385.0 395.0
554.0 7810 1,134.0 1,190.0 1,299.0 1,420.0 1,483.0 1,532.0 1,621.0 1,712.0 1,776.0 1,831.0 1,801.0
1320 151.0 102.0 96.0 94.0 1310 1040 810 1010 1190 117.0 1110 107.0
6,213.0 71,5480 74210 14150 1,641.0 8,921.0 8,541.0 8,487.0 8,916.0 9,432.0 98130 10,0820 10,1120
45,4000 48,1000  46,823.0 455000 47,4000 50,2000 50,4000 50,1690  52,217.0 52,880.0 54,5350 557420 557150
Eggs (Million EZES) vvveveenenereniresncrinens 23,6000 334000  39,539.0 41,3000 42,0000 43,6000 442000 442770 46,1950 47,4470 49,1440 49,0240 47,4700
Honey 142.0 111.0 1100 NA NA NA . NA 102.0 98.2 105.0 NA NA

Source: Narodngye khozyaystvo SSSR v 1990 g and earfier editions, similar compitations published annually in the respective republics, and other official sources.
Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

NA—Not available.

92¢



TABLE A-2. Ukraine: Selected Components of Farm Output, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain
Bunker Weight....................... 36,391.8 33,803.0 38,100.0 36,056.0 419050 36,4880 41,7110 40,4950 43,0630 50,183.0 47,3880 53,186.0 53,125.0
Clean Weight........ccoovvvvevrennens NA - NA  36,600.0 NA NA NA NA 389000 41,5060 47,9780 45369.0 51,2120 51,009.0
Potatoes .........orvvrveveeerserencersans 19,727.1 16,453.2 13133.0 19,0250 20,0640 20,7300 19,9310 20,3150 21,4100 1838630 13,5100 19,3080 16,732.0
Vegetables...........oovrevcenncerveranens 5808.1 60380 7,18.0 64810 76530 70380 8329.0 73830 77310 81110 7,920 74430  6,666.0
Fruit, Berries and Grapes ......... 32540 36970 3,139.0 3940.0 46460 41310 42060 38510 40600 29050 28870 3,890 3,738.0
Sugar Beets........coouerurreerrscrsnnne 46,308.8 38,342.2 48,8410 36,6120 42337.0 47,739.0 49,1700 43,6220 42920.0 49,7020 48,2050 51,917.0 44,265.0
Sunflower Seeds 2, 654 0 2 384 8 2 257 0 23170 25230 21350 21740 22880 25610 27160 27740 28850  2,725.0
Soybeans...... . 0.0 0.0 80.1 80.1 80.1 80.1 0.0 61.7 84.8 101.3 123.8 99.3
Other Oif Crops......coeeeveveeresennes 0.0 0.0 0 0 0.0 0.0 0.0 0.0 0.0 68.3 107.2 142.7 139.2 1447
Total Oil Crops...........cccevvveernene 26540 23848 22570 23971 26031 22151 22541 22880 26970 29080 30180 3,480  2969.0
Beef and Veal............coocoovvennns 1,1050 1,3530 1,550 15450 15420 15870 16320 17400 18790 19820 20190 20110 19860
Pork 1,331.0 15780 13150 1,3160 13190 14080 14330 14350 14640 14690 15760 15950  1,576.0
Mutton and Kid ...........cccoverene 43.0 41.0 29.0 29.0 28.0 33.0 35.0 35.0 380 42,0 440 440 46.0
Poultry.......... 312.0 436.0 522.0 545.0 5720 583.0 580.0 636.0 664.0 673.0 704.0 7310 708.0
Other Meat... 59.0 108.0 78.0 78.0 65.0 66.0 67.0 720 73.0 76.0 520 49.0 420
Total Meat..........coorvevemmrerecrnnens 2,850.0 35160 35000 35130 35260 3677.0 3,747.0 39180 41180 42420 43950 44300 43580
18,7120 21,287.0 21,1120 20,613.0 20,598.0 22,253.0 22,8080 23,039.0 23,554.0 23,655.0 24,2000 24,377.0 24,5080
Egps (Million EgES).......ocvevvevns 92020 12,429.0 14,6060 152520 15561.0 16,1220 16,3440 16,6450 17,297.0 17,4250 17,6720 17,393.0 16,287.0
ONBY ..vvvvvesssseenssmserenssnssersssanae 35.6 28.5 334 NA " NA NA NA 437 458 476 NA NA NA

Sources:. Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea and changes in livestock inventories.

NA—Not available.

L3S



TABLE A-3. Byelarus: Selected Components of Farm Output, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain .
Bunker Weight.............ccoooveeees 42395 51210 50090 58120 55160 57960 72300 67540 70410 92810 69220 87000 82350
Clean Weight.... NA NA  4,100.0 NA NA NA NA- 58000 60500 78040 59060 7,3840 70350
Potatoes .............coorvvvereerrrenrcnns 13,2344 12,7359  9,333.0 13,4300  8,829.0 00 128170 10553.0 13,4140 11,7550  7,708.0- 11,0970 85910
Vegetables........cooeweevernererecrnnnns 855.2 711.0 733.0 868.0 876.0 839.0 956.0 828.0 969.0 926.5 809.0 894.0 749.0
Fruit, Berries and Grapes ......... 438.6 693.0 4140 694.0 573.5 4321 516.2 766.0 833.0 180.0 261.0 704.0 3730
Sugar Beets.........coooeerverrerrneennnn 1,030.2 11346 10220 14120 10930 14000 14410 15680 16090 14850 15790 18100 1479.0
Sunflower Seeds. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Soybeans............. - - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0il Crops... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 - 0.0 0.0 0.0
Total Oil Crops.... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal........coococvvererrennee 3246 407.1 4110 NA NA NA 430.7 4700 505.0 538.0 5729 NA NA
Pork 310.6 361.2 350.0 NA NA NA 4211 424.0 4180 433.0 4579 NA NA
Mutton and Kid .............oreenenee. 89 6.0 40 NA NA NA 1.1 8.0 8.0 9.0 8.9 NA NA
34.5 58.9 87.0 NA NA NA 119.0 124.0 128.0 130.0 133.2 NA NA
59 91 5.0 841.0 875.0 933.0 6.1 6.0 6.0 1.0 7.2 11950  1,181.0
684.5 8423 857.0 8410 875.0 933.0 9840 1,0320 10650 11170 11801 11950  1,181.0
Milk 52635 61088 61050 58210 6075.0 63000 65750 67590 70020 72540 74600 74190 74570
Eggs (Million EZES)...ccrrrrerrrnee 1,669.2 26312 30340 31190 32410 33310 33790 33630 3, 406.0 3 4950 35720 36510 3,657.0
ONBY ....ovoveerrevnsnnereessnsssessinns 44 36 2.3 NA NA NA NA 31 36 2.8 NA NA NA

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

NA—Not available.
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TABLE A-4. Kazakhstan: Selected Components of Farm Output, 1970-90.
Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain

Bunker Weight............oc.ocrveme 22,2404 12,0074 27,5060 23,8380 195167 23,2360 158400 24,1640 283060 27,4440 22,5600 19,200.0 30,319.0

Clean Weight.............cccooueeerrne NA NA  25,900.0 NA NA NA NA 22,7000 26,562.0 25721.0 209700 18,797.0 28,488.0
POLALOES ..vvvvveeennrrensrsnessssnanenns 18920 17280 2,2390 16840 18950 19080 20780 21970 21370 20660 22600 17840 23240
Vegetables...............o.ovrvreceecneees 798.0 9180 1,1340 1,2040 1,1280 1,169.0 12100 1,0850 1211.0 11900 1,35.0 1250 11360
Fruit, Berries and Grapes ......... 283.8 283.7 429.0 415.8 462.3 476.6 356.5 202.0 544.0 350.0 369.0 166.0 3420
Sugar Beets..........o.covccrerrurerenees 22230 19594 22230 26510 10460 16290 16970 19010 17210 18040 13210 11880 1,1340
Sunflower Seeds........c..covcuvvennne 78.0 75.0 100.0 94.0 79.0 94.0 108.0 93.0 83.0 1170 139.0 105.0 1410
SOKbeans ........... 0.0 0.0 0.0 94.0 94.0 94.0 94.0 94.0 34.6 45.2 40.8 329 32.9
QOther Qil Crops.. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 - 214 19.8 36.2 29.1 0.0
Total Qil Crops... 78.0 715.0 100.0 188.0 1730 188.0 202.0 187.0 1390 182.0 216.0 167.0 230.0
Beef and Veal.... 424.2 480.1 465.0 537.8 512.6 537.6 536.4 506.0 579.0 632.0 NA NA NA
Pork 126.6 206.4 195.0 218.5 1847 - 2035 196.7 185.0 2190 - 2450 NA NA NA
Mutton and Kid . 2120 252.1 2310 224.6 211.2 226.0 233.8 221.0 253.0 258.0 NA NA NA
Poultry........... 419 80.3 126.0 1338 139.0 155.0 1588 166.0 1910 197.0 NA NA NA
Other Meat. 50.7 56.4 52.0 533 55.5 54.9 733 55.0 58.0 670 14930 15730 15480
Total Meat........coooneveermveverenenee 9154 1,075.3 1,069.0 1,168.0 1,103.0 1,177.0 1,198.0 1,133.0 1,300.0 1,399.0 1,493.0 1,573.0 15480
Milk 39322 40450 45970 46520 45110 45820 46350 47630 50400 51850 53210 55630 56420
Eggs (Million Eggs) ................. 1,707.6 28350 3369.0 34750 34840 35860 37260 38030 40970 41890 42020 42530 41850

HONBY ......coonnrererrenceesncnesscsnienes 5.5 NA 109 NA NA NA NA 10.4 115 128 0.0 0.0 0.0,

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock mventones.

NA—Not available.
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TABLE A-5. Moldova: Selected Components of Farm Qutput, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Total Grain
Bunker Weight ..........c.crveeneees 24380 26770 28150 22900 2813.0 21540 20310 23730 20440 20110 30520 34000 2577.0
Clean Weight.... NA NA  2,800.0 NA NA NA NA 23000 19940 19520 29700 33230 25390
POLAtORS .....vvooeververeernrnnenne 297.4 238.0 308.0 329.0 459.0 419.0 377.0 408.0 449.0 304.0 299.0 464.0 295.0
Vegetables..........vvevermrererccreenes 553.4 9304 12210 11,2000 1,360.0 1,257.0 14420 12450 14380 12820 1,281.0_ 1,2030 11,1770
Fruit, Berries and Grapes ......... 13210 18700 1,8390 18380 27990 25390 22960 16530 24240 21140 19870 22130 18410
Sugar Beets...........cooecrrencrneecene 28162 25495 27260 16960 23250 24240 29410 23650 24130 21550 22700 36120 23740 .
Sunflower Seeds. 331 3186 2500 2200 233.0 265.0 290.0 2440 253.0 209.0 269.0 2820 2520
0.0 0.0 0.0 11.0 11.0 11.0 11.0 11.0 20.3 37.0 52.1 51.4 238
1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.7 0.0 13 04 0.2
Totat Qil Crops.... 332.2 3186 250.0 2310 2440 276.0 301.0 255.0 274.0 246.0 3230 3330 276.0
Beef and Veal..........ccoocoreemrrneen. NA NA 86.0 68.5 739 823 89.5 93.0 103.0 103.0 NA NA NA
Pork NA NA 139.0 104.7 125.0 129.7 1423 146.0 155.0 160.0 NA NA NA
Mutton and Kid ...........ccoecrsmeerns NA NA 40 33 3.0 37 43 5.0 5.0 5.0 NA NA NA
Poultry..........c..... NA NA 440 434 44.8 488 489 55.0 60.0 58.0 NA NA NA
Other Meat.... 176.5 230.0 2.0 2.2 19 - 32 34 40 4.0 5.0 339.0 356.0 366.0
Total Meat.........cccoomrrrvreeernennes 176.5 2300 275.0 2221 248.6 261.7 2884 303.0 3270 331.0 339.0 356.0 366.0
ik 7920 10350 10940 11740 1097.0 12340 13180 14020 13980 14210 14900 15480 15120
Eggs (Million €gEs) ....ceounvven.e 5782 - 672.0 874.0 896.0 943.0 979.0 1,0120 10750 11180 1,1160 1,169.0 1,540 11290
ONY ..vvvcereerrenressasesernsenceseesens 26 2.3 2.8 NA NA NA NA 49 48 41 NA NA NA

Sources: Same as Table A-1. _ . )
Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.
NA—Not available.
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TABLE A-6. Armenia: Selected Components of Farm Qutput, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Total Grain
Bunker Weight ........cc....ovconneee 252.0 296.0 236.0 3190 253.0 248.0 283.0 284.0 3310 2140 374.0 230.0 300.0
Clean Weight..... NA NA 200.0 NA NA NA NA 300.0 311.0 255.0 349.0 180.0 254.0
Potatoes ......... 267.3 190.0 254.0 243.0 309.0 253.0 341.0 306.0 266.0 296.0 207.0 266.0 213.0
Vegetables.......cccounvrrnrne w2193 298.6 468.0 469.0 4770 466.0 554.0 620.0 570.0 5711.0 567.0 485.0 485.0

Fruit, Berries and Grapes ...  375.0 366.3 3360 4850 458.9 3448 468.6 4170 4510 316.0 455.0 289.0 289.0
Sugar Beets... 89.7 154.0 128.0 154.0 168.0 149.0 154.0 129.0 132.0 105.0 117.0 NA NA
- Mutton and 14.7 143 17.0 16.0 17.7 14.8 13.1 15.0 14.0 12.0 0.0 0.0 0.0
6.3 9.2 21.0 221 235 25.8 256 26.0 29.0 290 0.0 0.0 0.0

0.1 03 0.0 0.3 0.5 04 0.2 0.0 0.0 0.0 113.0 105.0 93.0

QL EII - | SO —— 52.2 673 96.0 934 95.5 100.0 103.2 107.0 113.0 107.0 113.0 105.0 93.0
(S5 T L ————— 234 213 38.0 35.7 35.2 35.6 40.3 430 450 43.0 0.0 0.0 0.0
Pork 17 16.2 200 19.3 18.6 234 24.0 230 250 23.0 0.0 0.0 0.0
Mutton and Kid .........c.coreemee 14.7 14.3 17.0 16.0 17.7 148 131 15.0 14.0 120 0.0 0.0 0.0
Poultry.........c.... 6.3 9.2 210 221 235 258 25.6 260 29.0 29.0 0.0 0.0 0.0
Other Meat... 0.1 0.3 0.0 0.3 0.5 04 0.2 0.0 0.0 0.0 113.0 105.0 93.0
LI | SO— 52.2 67.3 96.0 934 95.5 100.0 103.2 107.0 113.0 107.0 113.0 105.0 93.0
Milk 363.2 410.9 488.0 518.7 550.6 541.3 540.2 546.0 513.0 576.0 566.0 491.0 4320
Eggs (Million EggS) .occvccrvrene 2384 352.9 467.0 4784 498.0 546.7 562.3 573.0 609.0 - 637.0 6180 - 5610 518.0
[ RS 13 1.8 08 NA NA NA NA 08 08 11 0.0 0.0 00

Sources: Same as Table A-1. ]
Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.
NA—Not available.
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TABLE A-7. Azerbaijan: Selected Components of Farm Qutput, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

Total Grain ’

Bunker Weight .......cooovcercneene 7230 8930 1,1366 11510 12110 12400 1,299.0 12981 10661 11191 14173 820.0

Clean Weight.........ccoonccevncens NA NA 11,1000 NA NA NA NA 12000 10240 10730 1,356.0 832.0
POtAt0BS .......corerrernerenrssrvansacnens 130.6 88.8 1720 124.0 184.0 203.0 2180 220.0 189.0 2020 165.0 184.0
Vegetables.......cccoveevrmmennoneevenrans 409.3 603.8 824.0 8500 917.0 875.0 940.0 871.0 896.0 855.0 880.0 915.0
Fruit, Berries and Grapes ......... 508.9 8581 1,759.0 19430 21610 2017.0 24780 21340 19400 18780 16770 15340
Sugar Beets.......cooenurerenncicisirens 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Sunflower Seeds.........ccoorreneee 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SOYDEANS ... eceeeeeeereonsncreaneres . 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Qil Crops . 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oil Crops......ooveeerceesssserees 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal..........cc.couereerennens 49.5 56.2 62.0 NA NA NA NA 76.0 79.0 80.0 NA NA
Pork 6.8 95 11.0 NA NA NA NA 11.0 12.0 12.0 NA NA
Mutton and Kid .....ccocveveecerrcrnnne 22.1 300 30.0 NA NA NA NA 30.0 300 330 NA NA
Poultry............. . 13.1 185 36.0 NA NA NA NA 51.0 56.0 59.0 NA NA
Other Meat. . 18 0.6 0.0 147.0 151.0 158.0 162.0 0.0 0.0 0.0 185.0 188.0
Total Meat........c..ooorrecrmsecrionannes 939 114.8 139.0 147.0 151.0 158.0 162.0 168.0 177.0 184.0 185.0 188.0
Milk 478.1 658.1 796.0 836.0 871.0 900.0 925.0 951.0 1,0320 10620 10670 1,054.0
Eggs (Million Eggs).......ccocee. 4125 57119 7210 7720 835.0 875.0 926.0 948.0 9980 1,056.0 10770 1,05.0
HOMBY ..ovveeererseeccneneomersrersernans 0.8 15 14 NA NA NA NA 1.0 0.9 0.9 NA NA

(43

Sources: Same as Table A-1.
Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.
NA—nNot available.



TABLE A-8. Georgia: Selected Components of Farm Output, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Tota! Grain
Bunker Weight...........ccooooeeene 620.9 715.0 636.0 518.0 604.0 557.0 687.0 640.0 638.0 664.0 714.2 510.0 700.0
Clean Weight.............ccerevrerene NA NA 600.0 NA NA NA NA 600.0 619.0 644.0 692.0 475.0 666.0
POAtOES ..ovvvesrenrerrsreseesensenersen 298.7 267.2 393.0 400.0 413.0 366.0 390.0 394.0 367.0 360.0 326.0 3320 294.0
Vegetables...........vimverernrsrennene 321.0 406.4 546.0 560.0 581.0 565.0 632.0 604.0 662.0 619.0 641.0 515.0 4430
Fruit, Berries and Grapes ......... 1,0880 10848 16604 17600 15265 16372 19451 17146 16259 1,3708 17100 1,2130  1,565.0
Sugar Beets...........ccverrererreennns 1236 141.0 120.0 113.0 122.0 110.0 97.0 63.0 53.0 51.0 51.0 39.0 34.0
Sunflower Seeds.........c.ceerreennee -11.5 139 10.0 9.0 1.0 10.0 5.0 9.0 6.0 50 170 3.0 9.0
ns........... 0.0 0.0 0.0 5.0 5.0 5.0 50 50 1.6 7.0 6.9 5.5 34
Other Qil Crops.. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oil Crops... 11.5 139 10.0 140 120 15.0 100 14.0 14.0 12.0 24.0 85 120
Beef and Veal..........ccooccenenes NA NA 45.0 NA NA NA NA 520 54.0 56.0 NA NA NA
Pork NA NA 64.0 NA NA NA NA 70.0 710 68.0 NA NA NA
NA NA 10.0 NA NA NA NA 8.0 9.0 9.0 NA NA NA
NA NA 23.0 NA NA NA NA 36.0 370 41.0 NA NA NA
104.2 1354 1.0 1474 148.0 149.9 157.6 NA 10 0.0 172.0 179.0 170.0
104.2 135.4 143.0 147.4 148.0 149.9 157.6 167.0 1720 174.0 1720 1790 1700
518.1 574.9 642.0 645.9 639.2 647.6 663.0 684.0 7220 724.0 7310 712.0 660.0
3973 536.8 655.0 664.8 719 752.1 7829 823.0 880.0 887.0 890.0 861.0 769.0
2.6 2.1 2.2 NA NA NA NA 21 19 19 0.0 0.0 0.0

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

NA-—Not available.
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TABLE A-9. Kyrgyzstan: Selected Components of Farm Qutput, 1970-90.2

Thousand Tons

Component 1970 1975 1980 . 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain

Bunker Weight.........cc.cooeveneens 1,013.8 10550 1,307.0  1,550.0 9580 15120 1,2240 14770 16330 19100 18000 17000 16000

Clean Weight NA NA  1,300.0 NA NA NA NA , 1,4000 15680 18270 16760 1,601.0 1,503.0
POtatOeS .........rvveerenreererramarnesene . 2888 280.4 293.0 297.0 100.0 -309.3 294.6 306.0 3290 2810 333.0 3240 365.0
Vegetables.......conneverrcririonenne 1939 309.4 400.0 426.0 368.0 4519 505.0 445.0 5120 4910 553.0 585.0 487.0
Fruit, Berries and Grapes ......... 106.5 244.6 2400 - 259.5 266.7 294.1 236.4 103.0 259.0 125.0 173.0 115.0 184.0
Sugar Beets........coccucverrenrricninns 1,6849 17984 956.0 812.0 204.0 3410 2280 NA b b b b 20
Sunflower Seeds........c..oooveevernes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SOYDRANS .....coeerrerceresssrsnsnsnnens 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Oil Crops...........eeerersoncene 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oil CropS.......ureeeseereercesonse 0.0 - 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal..............ccommeeeee 413 51.7 51.0 55.8 55.8 55.8 58.1 56.0 64.0 66.0 NA NA NA
Pork 15.8 4.7 250 28.1 21.0 28.7 284 23.0 280 320 NA NA NA
Mutton and Kid .... 63.8 63.0 61.0 57.2 58.8 60.7 63.8 59.0 66.0 61.0 NA NA NA
Poultry............. 8.2 10.6 15.0 145 16.3 18.3 19.0 23.0 25.0 30.0 NA NA NA
Other Meat 4.6 14 1.0 7.1 14 6.7 17 8.0 10.0 9.0 2220 2410 254.0
Total Meat.........ccoomreerereerneernes 1337 157.4 159.0 162.7 165.3 170.2 173.0 169.0 193.0 204.0 2220 2410 254.0
Milk 548.0 611.0 682.0 684.0 694.0 706.0 7310 1710 909.0 9980 11,0630 12020 1,185.0
Eggs (Million EgES) .......coeeee... 268.0 361.2° 416.0 4349 4281 460.4 498.3 5320 573.0 612.0 666.0 704.0 7140
HOMBY .....oovvevveserencrcenenmaanerssenes 2.1 38 10 NA NA NA NA 11.1 11.6 12.7 NA NA NA

Sources: Same as Table A-1.

= Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

b Negligible.
NA—Not available.
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TABLE A-10. Tajikistén: Selected Components of Farm Output, 1970-90.

Thousand Tons
Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain
Bunker Weight ... 2220 218.3 2450 3210 211.0 394.0 280.0 326.0 246.0 359.0 3820 3000 3120
Clean Weight......... NA NA 200.0 NA NA NA NA 3000 238.0 3450 365.0 293.0 303.0
POLAtOeS ...vevevecreresssenss 66.2 1138 153.0 162.0 160.0 158.0 161.0 185.0 199.0 1920 183.0 2170 207.0
Vegetables .........oomerrererensnss 206.5 284.8 381.0 383.0 4140 410.0 4471.0 473.0 505.0 511.0 556.0 567.0 528.0
Fruit, Berries and Grapes ....... 240.7 423.2 3710 459.0 416.3 4809 3722 4110 439.0 3380 390.0 367.0 406.0
Sugar Beets.............o.. 0.0 00 00 0.0 0.0 0.0 0.0 0.0 0.0 0:0 0.0 0.0 0.0
Sunflower Seeds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Soybeans....... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Qit Cro 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oil Crops. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal.......ccccoomeenrennns NA NA 47.0 NA NA NA NA 53.0 54.0 51.0 NA NA NA
NA NA 8.0 NA NA NA NA 110 130 140 NA NA NA
Mutton and Kid NA NA 25.0 NA NA NA NA 25.0 26.0 25.0 NA NA NA
Poultry.............. NA NA 13.0 NA NA NA NA 140 16.0 140 NA NA NA
Other Meat.. 63.9 83.5 20 978 98.8 102.0 104.0 20 10 20 113.0 1130 108.0
Total 1) SO 63.9 83.5 95.0 978 98.8 102.0 104.0 105.0 110.0 1120 1130 113.0 108.0
: 284.9 382.6 499.0 500.9 516.1 528.0 538.5 541.0 571.0 567.0 574.0 580.0 515.0
Eggs (Million EZES) ...ovevresseneer 1313 236.5 3220 3748 375.2 397.2 421.2 469.0 555.0 579.0 632.0 619.0 592.0
T O —— 11 2.1 2.1 24 28 31 34 38 34 38 0.0 0.0 0.0

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

NA—Not available.
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TABLE A-11. Turkmenistan: Selected Components of Farm Output, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain
Bunker Weight...........coconesrere 68.6 224.0 276.0 303.0 2710 3120 337.0 3220 3200 353.0 4350 430.0 430.0
Clean Weight...........ccoovcevvnene. NA NA 300.0 NA NA NA NA 300.0 293.0 3240 408.0 379.0 4490
Potatoes ..........urerercervesennesneneee 12.2 128 120 17.0 15.0 170 19.0 210 25.0 34.0 380 31.0 35.0
Vegetables...........ccuverrcensconnns 155.8 182.2 267.0 285.0 288.0 273.1 296.0 3120 334.0 354.0 3720 4140 411.0
Fruit, Berries and Grapes.......... 51.0 101.0 710 60.6 68.8 76.0 0.0 151.0 19770 200.0 215.0 166.0 216.0
Sugar Beets..............ocoerourenrrnnne 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Sunflower Seeds....................... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SOYDEANS ........oveeenrreresnnssirans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Oif Crops.......cvosereneenne 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oil Crops.......u.rervveessensene 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
35.8 NA 36.0 NA NA NA NA 370 41.0 44.0 NA NA NA
6.9 NA 10 NA NA NA NA 8.0 10.0 10.0 NA NA NA
29.3 NA 29.0 NA NA NA NA 290 280 320 NA NA NA
6.4 NA 6.0 NA NA NA NA 10 8.0 1.0 NA NA NA
2.3 75.0 3.0 81.0 82.0 87.0 84.0 5.0 30 50 98.0 103.0 104.0
80.7 75.0 81.0 81.0 82.0 81.0 84.0 86.0 90.0 98.0 98.0 103.0 104.0
192.0 245.0 306.0 320.0 323.0 331.0 334.0 348.0 373.0 402.0 411.0 423.0 436.0
1220 194.0 248.0 216.0 276.0 3110 281.0 2715.0 301.0 319.0 3280 328.0 3210
NA NA NA NA NA NA NA NA NA NA NA NA NA

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in fivestock inventories.

NA—Not available.
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TABLE A-12. Uzbekistan: Selected Components of Farm Qutput, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain

Bunker Weight............coococere 979.6 10789 25180 29020 27840 33540 16710 15410 12480 18220 22000 16000 2,000.0

Clean Weight . NA NA  2,400.0 NA NA NA NA 15000 1,180 17380 20830 15550  1,899.0
Potatoes .......... . 1829 2139 239.0 326.0 336.0 3730 251.0 241.0 309.0 261.0 308.0 325.0 336.0
Vegetables............cocorenes 7721 14123 24590 25270 25370 26300 24800 23860 24910 25580 27600 25850 2,843.0
Fruit, Berries and Grapes ......... 6965 10148 11980 14105 1,393:3 16416 12525 1,2660 13530 12530 1,2780 965.0  1,401.0
Sugar Beets......... ) 0.0 0.0 0.0 0.0 0.0 - 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Sunflower Seeds.. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Soybeans.............. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Oil Crops.... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oil Crops..... .. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal.............coonmrerereene 121.7 158.8 213.0 NA NA NA NA 2420 2350 246.0 NA NA NA
Pork 14.8 25.7 21.0 NA NA NA NA 380 41.0 450 NA NA NA
Mutton and Kid .........cceerereernones 51.0 62.0 61.0 NA NA NA NA 59.0 59.0 56.0 NA NA NA
Poultry............ . 124 17.0 21.0 NA NA NA NA 440 41.0 54.0 NA NA NA
Other Meat..... 2.5 47 2.0 355.4 376.6 389.0 383.5 30 40 30 440.0 4780 484.0
Total Meat..........ocersmenrrrrereneenes 208.4 268.2 3300 355.4 376.6 389.0 383.5 386.0 386.0 404.0 4400 478.0 484.0

itk 1,3329 17082  2,2660 23809 24456 25327 24444 24390 25050  2,650.0 28370 29290 30340
Eggs (Million EES) .....orereeereen 8598 12471 14610 15858 17267 17510 18374 19480 20420 22180 23340 24290 2,453.0

ONBY .....coornermsmcresmanssercnesmsnnres 21 2.2 51 NA NA NA NA 10.9 114 14.6 NA NA NA

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

NA—Not available.
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TABLE A-13. Estonia: Selected Components of Farm Qutput, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain .
Bunker Weight .............cooo.. 726.1  1,1138 11,1980 9150  1,2200 1,640 11,2350 9290 1,1590 1,257.0 6000 13000 11,3330
Clean Weight NA NA  1,000.0 NA NA NA NA 700.0 915.0 906.0 410 967.0 954.0
Potatoes ............... 14144 12159 11460 704.0 980.0 9340  1,200.0 8330 11460 728.0 716.0 864.0 617.0
Vegetables..........cooooooooes 138.1 106.6 -125.0 117.0 125.0 126.0 138.0 124.0 163.0 116.0 129.0 144.0 105.0
Fruit, Berries and Grapes.......... 428 29.1 30.0 64.9 28.3 62.4 37.4 39.0 49.0 310 220 -75.0 22.0.
Sugar Beets........oocccoevenririnnen. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00" 0.0
Sunflower Seeds....................... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SOYDEANS ....ovco e ververereererinnenns 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Qil Crops.........cerneeeeeeee 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Ol CropS........c.evevvvvvovennes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal............cccoooonenene. 54.7 NA 13.0 NA NA NA NA 77.0 110 78.0 NA NA NA
Pork 74.2 85.6 106.4 108.3 92.8 109.3 110.7 116.0 114.0 120.0 NA NA NA
2.6 NA 40 NA NA NA NA° 40 40 30 NA NA NA
35 NA 130 NA NA NA NA 19.0 20.0 20.0 NA NA NA
1.0 76.3 0.0 89.7 80.5 91.3 98.4 0.0 0.0 1.0 228.0 229.0 219.0
136.0 161.9 196.4 198.0 173.3 200.6 209.1 216.0 215.0 2220 228.0 229.0 219.0
10246 11814 11690 11456 11161 11955 12466 12600  1.267.0 1,2900 1,280.0 1,277.0  1,208.0
3589 450.3 5420 5437 556.2 556.3 559.4 528.0 545.0 557.0 579.0 600.0 541.0
NA NA NA NA NA NA NA NA NA NA NA NA NA

Sources: Same as Table A-1.

Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.

NA—Not available.



TABLE A-14. Latvia: Selected Components of Farm Output, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Total Grain '
Bunker Weight. 13227 1,430 10540 11780 14720 14940 2,007.0 16100 18500 20860 1686.0 21000 2,106.0
Clean Weight... N NA 800.0 NA NA NA NA 13000 15080 16300 11420 15970 16220
Potatoes ............ . 23275 14908 11990  1,286.0 14800 14560 1830 12720 15650 11350 1,100  1,3160 10160
Vegetables ... .......cuuvvereisssnnnns 274.6 195.6 200.0 254.0 253.0 248.0 2410 217.0 218.0 1940 214.0 219.0 170.0
Fruit, Berries and Grapes ......... 101.0 46.0 80.2 146.3 64.8 102.5 81.0 75.1 1174 323 49.0 1210 24.0
Sugar Beets........ooooocusersaiene 236.2 204.7 181.6 306.6 286.9 391.2 352.0 356.0 363.0 352.0 455.0 395.0 439.0
Sunflower Seeds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Soybeans............ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Oif Crops.. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Oif Crops......esecreersrssenses 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Beef and Veal.....cooecernercrronenes 85.0 115.0 114.4 106.8 105.0 114.2 NA 127.0 1320 133.0 NA NA NA
Pork 97.0 1120 132.0 1419 132.5 146.7 NA 152.0 155.0 1570 NA NA NA
Mutton and Kid .......c..ccooeeeeeunee 8.0 10 4.1 41 39 41 NA 4.0 40 40 NA NA NA
Poultry.....ccverne 13.0 19.0 324 337 339 374 NA 40.0 40.0 43.0 NA NA NA
Other Meat... 2.0 3.0 14 1.2 11 15 314.0 1.0 10 10 3440 331.0 308.0
Total MEAL.......oomneeeresnernrserones 205.0 256.0 284.3 281.7 276.4 3039 3140 324.0 3320 3380 344.0 310 308.0
10460 11740 16950 16300 16490 1, 7540 18420 19570 19590 19880 19740 19770 1,893.0
Eggs (Million EGES) ....ooorrrsrener 3310 471.0 7300 739.0 7480 '823.0 861.0 £80.0 923.0 921.0 9200 890.0 819.0
HONEY ...cooveveerseserseemennssrnnenns 30 29 14 NA NA NA NA 1.1 14 13 0.0 0.0 0.0

Sources: Same as Table A-.

Excludes non-edible farm products such as cotton, to

NA—Not available.

bacco, tea, and changes in livestock inventories.
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TABLE A-15. Lithuania: Selected Components of Farm 0utbut, 1970-90.

Thousand Tons

Component 1970 1975 1980 1981 1982 1983 1984 - 1985 1986 1987 1988 1989 1990

Total Grain
Bunker Weight....................... \ 21430 19320 22390 28170 27820 34510 28670  3,155.0 3,554.0 30600 3,6400 41360
Clean Weight.... NA NA  1,600.0 NA NA NA NA 25000 27560 30630 26880 32720  3265.
Potatoes ........erencereerereseerionsens 27214 25472 11780 20040 2050 16270 20683 18510 23120 13970 1,8500 19270 15730
Vegetables............uuvveuneennsnienens 365.7 355.2 265.0 369.0 3485 318.0 366.5 331.0 354.0 317.0 370.0 326.0 295.0
Fruit, Berries and Grapes.......... 130.7 231.0 191.0 262.0 163.0 154.0 198.0 183.0 204.0 65.0 127.0 253.0 81.0
Sugar Beets............ccoooerererroneens 526.4 801.4 559.0 871.0 7720 8840 11486 938.0 906.0 8380 12120 1,0750 912.0
Sunflower Seeds .. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Sogbeans ............. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Qil Crops.... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Qil Crops..... 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
NA NA 174.0 NA NA NA NA 223.0 2340 2290 NA NA NA
212.8 230.6 205.0 197.2 189.0 217 235.1 233.0 229.0 248.0 NA NA NA
NA NA 2.0 NA NA NA NA 4.0 40 3.0 NA NA NA
NA NA 40.0 NA NA NA NA 420 450 49.0 NA NA NA
176.9 207.1 1.0 2129 2121 229.7 258.0 20 2.0 2.0 545.0 534.0 530.0
389.7 4317 4220 410.1 401.1 4474 493.1 504.0 514.0 531.0 545.0 534.0 530.0
Milk 24904 27024 25240 24928 25574 27420  2,891.0 29730 30510 31220  3,209.0 32350 31570
Eggs (Million Eggs). . 1010 844.3 959.0 980.3 10262 10627 10909 11160 1207.0 1279.0 1,347.0  1,331.0 11,2730
Honey.....cooevnee . 32 3.2 11 NA NA NA NA 1.2 16 13 NA NA NA

Sources: Same as Table A-1. : o ) ]
Excludes non-edible farm products such as cotton, tobacco, tea, and changes in livestock inventories.
NA—Not available. .
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The Soviet Union and its successor states for two decades have
been a key export market for U.S. feed grains, wheat, and soybean
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stocks, and on the administration of domestic production policies
and commodity programs. With the exception of the 1980-81 grain
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Although the Soviet Union historically purchased commodities
from Western countries on a cash basis, declining hard currency
reserves led the central Soviet Government in 1990 to request U.S.
credit assistance to support continued purchases of U.S. grain. Con-
gressional support for maintaining sales to this key market for
American agriculture, and the Administration’s objective to bolster
then-President Gorbachev’s reform efforts, led President Bush in
December 1990 to offer U.S. Department of Agriculture (USDA)
export credit guarantees.

The Bush Administration, starting in November 1991, expanded
the scope of U.S. assistance in response to the poor 1991 Soviet har-
vest, food shortages reflecting continued economic and “political
chaos, and the dissolution of the Soviet Union into separate states.
This included offering food aid to meet the needs of vulnerable
groups in the population, and technical assistance and training pro-
grams targeted toward identified agricultural and food sector prob-
lems. From December 1990 through mid-November 1992, the U.S.
Government offered to the Soviet Union and the new independent
states $6.5 billion in various forms of agricultural assistance. Com-
modity sales backed by USDA credit guarantees accounted for 86
percent of this assistance, food aid for 13 percent, and technical as-
sistance and exchanges represented 1 percent.

Current U.S. policy, as of November 1992, continues to support
the twin objectives of maintaining agricultural sales to this impor-
tant market, and helping the emerging democratic governments
‘markedly boost food availability through farm and food sector re-
forms. However, U.S. programs in support of these objectives have
implications for both the pace and outcome of the reforms them-
selves, and for the future of the former Soviet Union’s 15 newly in-
dependent and diverse states as markets for U.S. agriculture.

Some observers are urging policymakers to take a closer look at
whether or not USDA-guaranteed export sales to Russia and
Ukraine are helping these countries develop more open agricultur-
al markets. They recommend that U.S. grain sales be used creative-
ly to help introduce price incentives that would encourage Russian
farms to sell more of their output to the state. Others question
whether the Administration’s emphasis on short-term USDA guar-
antees is appropriate in light of Russia’s difficulties in paying its
foreign debt and its request for a comprehensive debt rescheduling.
They identify other options that may have more promise in main-
taining U.S. sales to meet Russia’s food import needs, such as
making available credit guarantees with longer repayment terms
or facilitating barter transactions.

Other observers comment that U.S. policy, by virtue of the pro-
grammatic mix and proportions of agricultural assistance offered,
reflects a short-term rather than long-term perspective. They urge
that more U.S. resources be devoted toward technical assistance
and training to help the new states develop market-oriented agri-
cultural and food sectors. This would encourage U.S. agribusinesses
to learn about this vast market and position themselves to take ad-
vantage of future trade and investment opportunities. .

Some analysts foresee that the economic reforms, particularly as
they affect the agricultural and food sectors, could significantly
alter the nature and importance of this key market to U.S. agricul-
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ture. Likely changes in import needs could lead to reduced Us.
grain sales but to an increase in oilseed exports, and to increased
U.S. exports of agricultural technology and food processing equip-
mlient to countries introducing policies intended to boost food sup-
plies.

ImMPORTANCE OF THE U.S.S.R. AS A MARKET FOR U.S. AGRICULTURE

To cover a substantial grain production shortfall due to a serious
drought, the U.S.S.R. in 1972-73 purchased large amounts of US.
grain. These purchases, together with the Soviet leadership’s deci-
sion to expand the country’s livestock sector to increase meat sup-
plies, put the U.S.S.R. in the position of a substantial net importer
in the world grain market for years to come. These initial pur-
chases inaugurated a 20-year agricultural trading relationship be-
tween the United States and the Soviet Union. The importance of
this relationship is reflected in the fact that U.S. agricultural ex-
ports accounted for almost three-quarters of total U.S. exports
(farm, manufactured goods, and other) to the Soviet Union in the
1972 to mid-1992 period (Table 1).

To inject some predictability into this relationship, the United
States and the Soviet Union, starting in 1976-77, entered into long-
term grain agreements (LTA). These agreements committed the
U.S.S.R. to purchase minimum levels of grain and soybeans from
the United States each year, assured the Soviets access to U.S. sup-
plies, and helped stabilize U.S. farm export sales by supporting the
level of U.S. grain and soybean sales to that key market. For many
years, Soviet purchases against LTA provisions were viewed as an
important factor in contributing to the economic well-being of U.S.

-agriculture. !

The U.S.S.R. in most years since 1972 ranked among the top 10
leading markets (in value terms) for U.S. agricultural exports
(Table 1). In 1989, the Soviet Union ranked second as an overseas
market for U.S. farmers and agribusiness. U.S. agricultural exports
to the U.S.S.R. that year reached a record $3.6 billion, and repre-
sented 9 percent of total U.S. farm exports to all destinations.
Though U.S. farm exports to that market subsequently fell by more
than one-third to $2.3 billion in 1990, largely due to the record
grain crop harvested in the former Soviet Union that fall, 1991 ex-
ports recovered 10 percent to $2.5 billion. This 1991 increase re-
flected U.S. Government decisions to make USDA export credit
guarantees available to the US.S.R., largely to maintain export
sales to this market and to meet food shortages caused by a poor
harvest and related economic problems. Commercial sales support-
ed by offers of USDA guarantees and food aid shipments under
various programs are expected to maintain 1992 U.S. farm exports
to all of the 15 former Soviet republics in the $2.6 billion to $2.8
billion range, about 8 percent higher than in 1991.

1 With the dissolution of the Soviet Union in December 1991, the third LTA (covering 1991-95)
is, practically ing, no longer in effect. Though the U.S. Government’s position is that all
agreements with the former U.S.S.R. are “under review,” future U.S. grain and oilseed sales to
the new states will largely be dependent upon the availability of USDA credit guarantees and
export subsidies.
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TABLE 1. U.S. Agricultural Exports to the Former Soviet Union, Quantity and Value,

1972-92.
Grains (Wheat and ns & Total Agricultural USSR.'s
Feed Grains) ucts ricul-  Exports’ Share  Rank as U.S,
Calendar Year - ural of US. Agricultural
Million Million  Exports Exports Market
Billion §  Metric  Billion §  Metric ———— (Based on
Tons - Tons  Billion $ Percent Value)
1291 0054 0400 0459 80.2 6
14331 0087 0550  1.017 79.0 3
33718 0000 0002 0324 513 17
7619 0003 0015 .1170 62.5 4
11606 0126 0579  1.605 66.2 3
6860 0154 0565  1.053 64.3 5°
13448 0222 0832 1765 75.8 3
18870 0517 1887  3.000 80.0 2
6662 0045 0173 1138 7.1 11
0008 0034 1685 68.8 8
11422 0171 0649 1871 718 3
7868 0159 0569 1473 136 7
18262 0014 0046 2878 86.1 2
14233 0027 0040 1924 78.2 2
2671 0313 1519 0658 523 12
10.167 0100 0492 0938 629 8
16684 0410 1900 2246 188 3
24762 0471 1714 3597 815 2
13165 16270 1857 - 2271 134 5
0403 0719 3132 2495 68.9 4
8158 0241 1133 1115 65.8 4
i . 0 7932 0276 L1121 1342 135 4
Total, 1972-1991 and  $28.880 — 219 —  $34.909 735 -
Jan.-June 1992, :

Source: U.S. Department of Agriculture (USDA), Economic Research Service (ERS), Foveien Agmicultural Trade of
the United States (FATUS), vanous annual issues; USSP: Agriculture and Trade , May 1991, p. 29; and"
unpublished FATUS data. U.S. Department of Commerce, Bureau of Census, “U.S. Merchandise Trade: 1991 Final
msrday 13, 1992, p. 18, and “U.S. Merchandise Trade: June 1992 - FT1-900 Supplement,” August 20, 1992,

Note: The former Soviet Urion refers to all 15 former Soviet republics—the members of the Commonwealth of
Independent States (Armenia, Belarus, Kazakhstan, Kyrgyzstan, Moidova Russia, Tajikistan, Turkmenistan, Ukraine
and Urbelistan), Azerbailan, Georgia, and the three Batic states (Estonia, Latvia and Lithuania). 1972-78
agricuftural exports 1o the USS.R. are adjusted for grain and cilseed transshipments through Canada, West
Germany, Belﬂum, and the Netherlands; 1979-92 agricuftural exports adjusted for ansh;pments through Canada,

* The first U.S-Soviet Long-Term Grain Agreement (LTA) went into effect October 1, 1976.

® Presidest Carter on January 4, 1980, suspended all agnicultural sales to the Seviet Union in excess of the 8
milion metric tons of grain that the United States was committed to sell under the LTA. President Reagan fifted all
agricultural export restrictions on April 24, 1981. . L

‘DataareadjustedtoreﬂectewtstomelSmwstatsthatformrlyconsnunedmeSathnm

Three commodities—wheat, corn, and oilseeds—have accounted
for most U.S. agricultural exports to the Soviet Union since 1972,
In 1991 alone, wheat and feed grains accounted for 67 percent of
the value of farm exports to the Soviet Union. Sales of oilseeds
(soybean meal and soybeans) constituted 29 percent of sales, fol-
lowed by poultry products with a 3 percent share. In terms of quan-
tities shipped, the U.S.S.R. since 1972 has been a critical sales
outlet for U.S. agriculture in most years. Most years it ranked first
or second as a market for U.S. corn, and first, second, or third for
U.S. wheat. The Soviet Union in several years ranked among the
top 10 markets for U.S. soybeans; and since 1987-88 has been
among the top two markets for U.S. soybean meal (Table 2).



TABLE 2. U.S. Commodity Exports to the Former Soviet Union: Quantity, Share of Total Exports, and Market Rank,
1974-75 to 1991-92.

Corn Wheat Soybeans Soybean Cake & Meal

Bxports usgsnts ulis.sk.n.'s Brgorts USSks USSRs orts USESRfs USSRs ors us.‘s:.s.a."s USSR
Marketing Year * ussp Shreof Rankas cop Shareof Ramkas gqp Shareof Ramkas ggp - omare of - bank &
g (Thow- Totarlts Marktratt (Thow- Totarls Market ot Total  Maret  Tquut o Total Marktratt

Expol Export g ts  Export s Expo

Ms:?r(i’c (Per- Destina- Msgr?c (Per- Destina- Pmrti'c {Per- Destina- l::?r?c E,(‘ggr- Destina-

Tons) cent) tion Tons) cent) tion Tons) cent) tion Tons) cent) tion

%

1974-75. 882.5 29 8 1,002.6 35 6 0.0 N — 0.0 N —
1975-76. 11,846.8 269 1 3,924.6 133 2 281.5 18 11 0.0 NA -
1976-17. 3,051.7 1.0 3 2,616.6 10.8 2 889.3 5.5 5 0.0 N —
1977-78. 11,0757 225 1 34385 119 1 805.1 42 1 0.0 N —
1978-79 11,3879 209 1 2,604.0 8.5 3 1,187.2 57 6 210 0.5 2%
1979-80°®.. 5953.0 9.5 2 4,422.0 125 1 806.5 33 9 0.0 NA -
1980-81 57381 9.6 2 2,999.9 16 3 0.0 N — 0.0 N —
1981-82 1,172.6 151 2 6,538.8 139 2 709.6 2.1 9 0.0 N —
1982-83 3,201.7 6.7 4 337136 88 3 198.6 0.8 19 0.0 N —
1983-84 6,476.5 13.7 2 41412 117 1 416.2 20 13 0.0 N -
1984-85 15,750.1 343 1 6,333.1 11.7 1 0.0 N — 0.0 N —
1985-86 ,808.1 232 2 152.6 0.7 29 15187 15 5 0.0 M —
1986-87 102 10.5 2 0.0 N = 68.2 0.3 25 0.0 N —
1987-88 11.8 2 12,3746 305 1 830.7 38 8 1,319.8 221 1
1988-89 N7 1 4,958.6 132 2 298.7 20 11 13488 294 1
1989-90 28.1 1 43126 132 2 3423 20 12 13738 315 1
1990-91 226 2 2,8433 10.2 3 4158 2.1 9 18110 38.2 1
1991-92 18.1 2 1,050.3 220 1 661.6 35 8 219 16 2

Source: USDA, Foreign Agricultural Service (FAS), US. of Reported Agricultural Commodities For 1974/75-1976/79 Marketing Years, January 1980; U.S.
E)?m: of Reported Agricultural Commodities For 1975/76-1979/80 Marketing Years, April 1981; unpublished data maintained by FAS' Export Sales Reporting Branch;
selected issues of FAS weekly U.S. Export Sales. .

Note: In recent years, the U.S.S.R. ranked fourth as a market for U.S. grain sorghum exports in 1988-89, third as a market for U.S. barley exports in 1991-92
and fourteenth in 1989-90, and fifth as a market for U.S. exi)orts of wheat product (e.g., flour) in 1990-91.

= Marketing year for com is September 1 to August 31; for wheat, June 1 to May 31; for soybeans, September 1 to August 31; for soybean cake and meal,
October 1 to September 30. Marketing years were sligh%ly different through 1984-85 for corn and through 1975-76 for wheat,

"'“Ihe #ntnxg ?tatgls suspended agricultural sales to the U.S.S.R. on January 4, 1980, and allowed sales to resume on April 24, 1981.

—Not Applicable.
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Because large purchases by the former U.S.S.R., and now Russia,
Ukraine, and the other new states, or their lack of buying interest,
do substantially influence domestic grain and soybean prices, U.S.
farmers and futures markets carefully watch both rumored and
actual buying activity. Large sales of U.S. grain and oilseeds to
these customers also can have a significant economic impact on
U.S. agribusiness, espetially commodity exporters, whose profit
margins are largely determined by export volumes. However, since
late 1990, expectations on the amount and timing of credit guaran-
tees that USDA might announce for use by these countries (rather
than projected import needs) have become the deciding factor de-
termining what sales to these states might mean for U.S. farmers
and agribusiness.

To illustrate, the extension of a large amount of credit guaran-
tees to such a major export market can noticeably affect U.S. com-
modity prices, the farm economy, and farm program spending. A
CRS analysis compared the impacts of extending $1.5 billion in
credit guarantees to the U.S.S.R. in late June 1991 (and distributed
over a 14-month period) to a scenario where no guarantees were ex-
tended. ? Projections showed that commodity prices would signifi-
cantly strengthen with such extensive use of guarantees to main-
tain U.S. agricultural exports, notably wheat. The farm wheat
price was projected to be 20 cents per bushel higher (up 7.5 per-
cent) in the June 1991-May 1992 marketing year, and 34 cents
higher in 1992-93 (up almost 14 percent). Farm corn prices were
projected to be 5 cents higher per bushel in the September 1990-
August 1991 marketing year (up more than 2 percent) and 18 cents
in 1991-92 (about 9 percent). Soymeal prices were projected to be
higher by $3 per short ton (up almost 2 percent) in the October
1990-September 1991 marketing year and by $5 (up 3 percent) in
1991-92. With higher market prices, Government deficiency pay-
ments (income subsidies) to producers participating in the USDA’s
1991 wheat and corn price support programs were expected to be
$1.3 billion lower compared to the no-guarantees scenario, and $1.8
billion lower for participants in both crops’ 1992 programs. Lower
deficiency payments, in turn, would represent Federal budgetary
savings attributable to such a policy decision.

With respect to the bottom line for the entire farm sector, addi-
tional guarantees were projected to increase U.S. net farm income
only by 1.3 percent ($500 million) in 1991 and by 2.2 percent ($800
million) in 1992. However, wheat and corn producers in particular
would benefit from noticeably higher crop receipts associated with
such a policy decision. At the same time, projected Federal farm
program spending would show noticeable savings.

U.S. AGRICULTURAL ASSISTANCE PROGRAMS TO THE FORMER SovieT
UNioN

The United States at present offers export credit guarantees to
back privately financed agricultural export sales, export subsidies
on sales of U.S. wheat and other commodities, grant food aid, long-

2 A similar ana‘liysis for another time period is found in: Carol Brookins and Bill Bailey. World
Perspectives: eview. “Who Benefits from U.S. Agricultural Credits to the Soviet nion?”
December 1, 1991. pp. 10-11.
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term concessional credits, and technical assistance and training
targeted to address problems in agricultural and food sectors of the
new states that comprise the former Soviet Union. 3 Table 3 sum-
marizes U.S. food and agricultural-related assistance in FY91,
FY92, and assistance announced for FY93.

EXPORT CREDIT GUARANTEES

From December 1990 through October 1992 the United States of-

fered $5.56 billion in USDA agricultural export credit guarantees
to the former Soviet Union, and separately to Russia and Ukraine,
to help them access private financing to purchase on a commercial
basis U.S. agricultural commodities and food products. These guar-
antees represent almost 86 percent of the value of U.S. agricultural
assistance made available to the 15 former Soviet republics since
FY91 (Table 3). The guarantees are extended under the Commodity
Credit Corporation’s (CCC)* GSM-102 short-term export credit
-guarantee program.® This program’s objective is to maintain and
expand commercial agricultural exports to countries not able to
secure normal trade financing for such purchases. With access to
USDA guarantees, eligible creditworthy countries can repay guar-
antee-bank loans over a 3 year period. ¢ The short-term GSM-102
and intermediate-term GSM-103 programs are administered by the
Office of the General Sales Manager (OGSM) within USDA’s For-
eign Agricultural Service (FAS).

The U.S.S.R. in mid-1990 requested USDA credit guarantees to
finance needed agricultural imports as the central Soviet Govern-
ment faced declining hard currency reserves and the reluctance of
commercial banks to extend any additional loans. Previously, the
Soviet Union had purchased U.S. agricultural commodities on a
cash basis or with short-term credits extended by U.S. exporters or
their banks. With President Bush’s decision to waive the Jackson-
Vanik freedom of emigration requirements (which prohibited ex-
tending U.S. Government financial assistance, including credits of
any form) with respect to the Soviet Union, the United States of-
fered in December 1990 the first $1.0 billion in GSM-102 guaran-
tees to the U.S.S.R. The Administration subsequently offered addi-

3 There are four earlier instances where the United States extended food assistance to the
Soviet Union. These were: (1) the famine relief efforts (under the auspices of the American
Relief Administration’s Russian Unit) in 192123 responding to the request of the new Bolshevik
government for foreign assistance to meet the serious food shortfalls along the Volga River, (2)
agricultural commodity and food shipments under the Lend-Lease Act during World War II to
supply Soviet armies fighting on the eastern front, (3) USDA export subsidies made available on
U.S. wheat sales in 1964 (in response to Soviet requests to ensure adequate bread supplies that
winter) and again in 1972-73, and (4) the extension of $550 million in three-year direct credits
under USDA’s Export Credit Sales Program in fiscal year (FY) 1973 and FY74 to finance Us.
corn and wheat sales.

4 A U.S. Government-owned and ogerated corporation responsible for financing major USDA
programs, including price supports, omestic and foreign food assistance, and export sales pro-
grams. The CCC also maintains stocks of commodities obtained through administering various
price support programs. L

s In issuing credit guarantees to participating commercial banks, the CCC agrees to pay them
if a foreign buyer’s bank does not pay back its loans on schedule. By reducing lender risk,
Russia and Ukraine now are able to obtain commercial bank financing that they otherwise
would not be able to, and do so usually at near-market interest rates. Should either country in
the future default, the CCC under its guarantee commitment is obligated to pay to banks missed

ents.
XII‘}SDA guarantee-backed export sales that are repaid over three years are in contrast to ag-
ricultural export sales transacted on a cash basis or using short-term trade credits (financing
extended usually for 90 to 180 days).
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tional guarantees of $1.5 billion in June 1991 and $1.25 billion in
November 1991 to the U.S.S.R.; $1.1 billion in April 1992 to the
Commonwealth of Independent States (CIS), of which $700 million
went to Russia and $110 million to Ukraine; $800 million to Russia
in September 1992; and $200 million to Ukraine in October 1992.

TABLE 3. U.S. Agricultural Assistance to the Former Soviet Union,

FY91-FY93,
(Millions of Dollars}
Share of
. Total FY91-93
Form of Assistance/Program FY91 Y82 FY93» FY91-03 Iﬁl
f-
cent)

Agricuftural Export Credit Guarantees.. $1,915.0  $2,6450  §1,0000°  $5,560.0 85.5%
Food Aid 0 412.1 450.0 862.1

0. X
— 2858 365.04 650.8 -
— 140 30.0 1040 -
- 523 55.0 107.3 —

Operati ope
Technical Assistance, Training and
Exchanges ...
Total .....

105 3695 402 782 .
CSL9161 $30940 14902  $65003  1000%

Addendun......
Export subEnitgliaes,. o 146.5 375.7 29.8 552.0 NA

Export Enhancemen am
(EEP) = 146.5 369.1 298 5454 - NA
SOAP R, " 0.0 5.3 0.0 5.3 NA
0.0 1.24 0.04 13 NA

Source: Derived from nfres releases and program announcements issued by USDA's Foreign Agricultural
-Service, and available information from other U.S. Government agencies.

Note: The data include all 15 former Soviet republics. Fiscal years are October 1-September 30.
Arrggggg for credit guarantees and food aid cover some costs for transporting commodities and food

i .

NA—Not available. )

* Preliminary; reflects status as of November 18, 1992. Shculd additional resources become committed
during FY93 as circumstances change, the U.S. Government may announce additional offers of credit
guarantees, food aid, export subsidies, and technical assistance, training, and exchanges.

® For FY93, allocations announced (Table 4) are less than the amount of guarantees offered through
mid-November 1992 and shown here.

< Extended under the USDA's Section 416(b) and Food for Progress (FFP) programs using CCC's
broad funding authority and P.L 480 appm&:iated funds, r ively.

* Includes $250 million in food aid for Russia (of which USDA has announced the details of the first
aid &ackage of $134 million), $100 million in com donations under FFP to any of the 15 former
republics, and $15 million in other FFP donations.
¢ Long-term concessional credits under the USDA’s P.L 480 (Food for Peace) Title | program.
fFunding is based on available data provided by the USDA, the U.S. Agency for International

Develog)ment (AID), and other agencies.

."'.E P bonuses, or export subsidies, that the USDA paid to U.S. exporters in FY87-90 totaled $620.4
million.

b SOAP is the Sunflowerseed Oil Assistance Program.

' DEIP is the Dairy Export Incentive Program.

The other independent states’ eligibility for GSM guarantees will
depend on whether they meet program criteria. Most important is
showing their ability to repay guaranteed credits that may be ex-
tended, or in other words, meet the statutory creditworthiness
standard (see policy discussion below in the section entitled “Agri-
cultural Import Financing and Creditworthiness of the Former
Soviet Union”). The fact that the U.S. Government has extended
concessional credits or food aid grants to 10 of the other new states
in large part reflects their inability at this time to meet the GSM
program criteria. Also, the U.S. response to future requests for
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USDA credit guarantees from Russia or any of the new states will
depend on how the United States and other major Western nations
address the issue of Soviet foreign debt repayment within the con-
text of the Paris Club.? Through mid-November 1992, Russia
(having assumed the debt obligations of the former Soviet Union
and on behalf of the CIS), had repaid all of the principal and inter-
est owed on loans that USDA had earlier guaranteed.

Of the $5.56 billion in guarantees offered from 1990 through Oc-
tober 1992, USDA has made available almost $5.3 billion for use by
the former U.S.S.R., Russia, and Ukraine to purchase specific U.S.
agricultural commodities and food products. These countries have
used 39 percent of the amount allocated to purchase corn, and 20
percent to buy soybeans and meal, for use as feed in their vulnera-
ble livestock sectors. Wheat for bread accounts for 28 percent of the
released guarantees, consumer-ready foodstuffs—5 percent, and
freight costs—8 percent (Table 4). Together with these guarantees,
USDA also made export subsidies available under the Export En-
hancement Program and two smaller programs (see below) on sales
of wheat and other designated commodities, to make U.S. prices
competitive in those markets.

EXPORT SUBSIDIES

The 12 new states of the former Soviet Union are eligible for
export subsidies under the Export Enhancement Program (EEP),
the Sunflowerseed Oil Assistance Program (SOAP), and the Dairy
Export Incentive Program (DEIP). The Baltics presently are ‘eligi-
ble only under an EEP rice sales initiative for Eastern Europe. The
former U.S.S.R. used, and now the new states have access to, these
three USDA programs to purchase certain U.S. agricultural bulk
and semi-processed commodities at lower prices than they might
otherwise pay. o .

Though buyers benefit from such subsidized purchases, the
intent of these programs is to challenge other countries’ use of
unfair trade practices, including export subsidies, and to make U.S.
farm exports more price competitive in targeted foreign markets.
U.S. agricultural interests have viewed EEP as a useful tool to
expand the U.S. share of this important wheat import market and
to help maintain the income of U.S. wheat producers. Officials of
the new states desire continued access to EEP because the program
enables them to divert more of their scarce hard currency to pur-
chase other needed imports. Other observers have contended that
the amount the former Soviet Union saved in subsidized wheat and
other commodity purchases constitutes a form of economic aid.

7 The Paris Club is an informal group of officials of Western creditor governments who meet
in Paris to reschedule the loans they have made to countries that are no longer able to repay
them on schedule. These loans include direct government-to-government credits and officially
guaranteed export credits.

8 To accomplish this, USDA makes CCC-owned surplus commodity stocks or cash available to
U.s. icultural exporting firms to permit them to offer foreign buyers lower prices. The
United States instituted these programs particularly to counter the European Community’s (EC)
practice of subsidizing its wheat and other agricultural exports and to prod the EC to negotiate
the contentious agricultural export subsidy issue in the current multilateral trade negotiations
held under General Agreement of Trade and Tariffs (GATT) auspices. USDA’s targeting of the
former Soviet reﬁublics responds to the EC’s extensive use of export subsidies to expand and
maintain its market share in that region.
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TABLE 4. GSM-102 Export Credit Guarantee Allocations for the USSR,
Russia and Ukraine, by Commodity, FY91-FY93.

Allocations Announced (Millions of Dollars) Distribution of Allocations

. (Percent)
Commg:i;gf otr Food Total Total
e o Total, otal,
POl P2 PY8* poi®es fvel Fve2 Fvo3e Pl
Feed grains ®.........ooooocooennns $998.0  $681.18 $373.0 $2,052.18 521 258 514 38.8
Wheat and flour .. . 2925 99060 2290 147210 132 375 316 219
Protein meals <.... 3370 38350 630 78350 176 145 87 148
335 1500 300 788 17 06 41 15
1280  120.60 NA 24860 67 46 — 47
9.0 475 — 1375 05 0.2 - 03
20 415 NA 675 01 02 - 0.1
NA 66.20 NA 6620 — 25 — 13
NA 11.92 NA 1192 — 05 — 0.2
NA 2345 NA 2345  — 09 — 0.4
NA 55.35 — 535 - 21 — 1.0
ik ... NA NA 300 3000 —  — 41 0.6
Subtotal,
Commodities............ 17600  2351.3 7250 48423 919 891 1000 91.6
155.0 2817 00 427 81 1. — 8.4
$1915.0 $26450 $7250 $52850 1000 1000 1000 1000
Addendum
Bulk commodities @ ............. $1379.0 $1,8043 $602.0 $37848 720 682 830 716
High value commodities
and processed food
products ©...............coon... 382.0 5530 1230 10575 199 209 170 200

Source: Derived from press releases and program announcements issued by USDA’s Foreign Agricultural

rvice.

* Reflects activity through the fatest announcement made on October 19, 1992. USDA's allocations by
commodity with respect to the additional $275 million available to Russia for purchases during January-
February 1993 are expected to be made by January 1, 1993,

® Corn, barley, sorghum, and oats.

< Soybean meal, cottonseed meal, linsged meal, and sunflower seed meal.

9 Feed grains, wheat, soybeans, and rice. ]

© Soybean meal, i)oultry meat, almonds, hops, vegetable oils, tallow, butter, and pork.

. NA—Not Available.

Since April 1987, when the U.S.S.R. first took advantage of EEP
to purchase U.S. wheat, the USDA has announced other EEP ini-
tiatives to offer subsidies on U.S. exports of wheat flour (September
1990), vegetable oil (October 1991), barley and rice (November
1991), pork (August 1992), and barley malt (October 1992). EEP
wheat sales to the U.S.S.R. and successor states accounted for 28
percent of the tonnage of all EEP-subsidized U.S. wheat exports
shipped worldwide from 1985 through mid-November 1992. In
dollar terms, the former U.S.S.R., and now the 12 states together,
continue to be the prime worldwide EEP beneficiary. The U.S.S.R.
and successor states through mid-November 1992 benefited from
almost $1.2 billion in EEP subsidies used to purchase eligible com-
modities (Table 3, addendum).

SOAP and DEIP subsidize exports of U.S. sunflowerseed oil and
dairy products, respectively, to make them competitive in selected
overseas markets. Under SOAP, the USDA targeted the former
Soviet Union in FY92 and FY93 to offer subsidies for exports of
sunflowerseed oil. In FY92 and FY93, the USDA offered subsidies
under DEIP on sales of milk powder and butterfat to the former
US.S.R.
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The new states’ actual use of export subsidies under these three
programs will largely depend on whether they are also eligible for
credit guarantees or take advantage of a barter option that USDA
announced in September 1992. Another factor is whether Russia,
Ukraine, and other potentially eligible countries receive credit
guarantee allocations for the commodities that the USDA is offer-
ing to subsidize.

FOOD AID

In FY92 and early FY93, the United States offered $862 million
in food aid under several programs and statutory authorities to the
new states. This food aid represents just over 13 percent of the
value of U.S. agricultural assistance made available to the 15
former Soviet republics since FY91 (Table 3). The USDA tapped
.three programs, all administered by the USDA’s Foreign Agricul-
tural Service, to follow through on the Bush Administration’s com-
mitments to provide humanitarian aid to meet the needs of eco-
nomically or nutritionally vulnerable groups and to enable certain
countries to purchase U.S. commodities on very liberal credit
terms. A separate initiative in early 1992 involved emergency ship-
ments of Department of Defense food surpluses and selected USDA
donations to cities scattered across the new states.

‘The USDA extended, and will likely continue to offer, grant food
aid under: (1) the Section 416(b) ? program that authorizes USDA
to donate CCC-owned surplus commodities, as needed and avail-
able, to fill short-term deficits in foreign countries, and (2) the
Food-for-Progress (FFP) Program that involves donating CCC-pur-
chased commodities to countries that agree to enhance their pri-
vate agricultural sectors. During FY92, the USDA under these two
programs made available $198.7 million in humanitarian food aid
for hard-hit food deficit regions in six of the new states for distribu-
tion through 11 U.S. private voluntary organizations (PVOs) and by
the Russian Government. Donations were targeted primarily
toward the more vulnerable groups (children, the elderly, and
infirm) in Russia (Moscow, St. Petersburg, the Ural Mountain
cities, Eastern Siberia), Armenia, Turkmenistan, Belarus, Kazakh-
stan, and Georgia. -Donated food products included butter, butter
oil, nonfat dry milk, bulgur wheat, flour, lentils (peas, beans, and
others), rice, vegetable oil, and powdered infant formula. Initial as-
sessments indicate that the PVOs for the most part effectively dis-
tributed this food aid. Under a separate government-to-government
agreement, the USDA donated CCC butter stocks for distribution
by the Russian Government. :

For FY93, USDA has offered up to $250 million in food aid to
Russia under various USDA humanitarian assistance programs.
The mix of commodities and food Products to be offered and the
terms (“donational or concessional”) will be announced as details
are negotiated and finalized. On October 9, 1992, USDA announced
the first aid package of $134 million, which includes rice, butter,
corn, pork, wheat and wheat products, baby food, poultry, whole
dry milk, and peanuts. The USDA expects some food aid will be

9 Refering to the Agricultural Act of 1949, as amended.
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programmed through the PVOs already present in Russia, and in-
dicated proposals will be considered for projects involving addition-
al resources, not just in Russia, but in the other new states.

In addition, in early 1992 the three Baltic states (Estonia, Latvia,
and Lithuania) received $33 million (plus $7.6 million on shipping
costs) in Section 416(b) donations of corn to help these countries
maintain their livestock sectors. The recipient governments
planned to sell the donated corn to private sector feed millers and
“to livestock and poultry producers for feed to maintain meat and
dairy production. Sales proceeds were to be used to help private
sector farms increase grain production, and to assist PVOs provide
food aid to the needy. . .

For FY93, USDA plans to purchase U.S. corn worth about $100
million to donate under the FFP to the Baltics and the former
Soviet republics. These donations are intended to avert a potential
liquidation in livestock herds, to encourage their rebuilding, and to
help ensure a future market for U.S. food grains. Recipient coun-
tries, though, will be responsible for covering the cost of transport-
ing donated corn.

Under a third program, during the second half of FY92 the
USDA extended food aid under agreements signed with govern-
ments of 10 of the new independent states. P.L. 480 (Food for
Peace) Title I provides for commercial sales of U.S. agricultural
commodities using long-term concessional credits extended by the
CCC. Loans carry maximum repayment terms of 30 years and in-
terest is charged at below-market rates. Title I is intended to serve
as a market development tool to facilitate U.S. export sales to
countries without the financial resources to purchase needed agri-
cultural commodities. The USDA’s decision to use Title I reflects
assessments that these countries are not sufficiently creditworthy
to be eligible for USDA credit guarantees but are in need of assist-
ance to cover their immediate food and feed needs. Also, expecta-
tions exist that some of these countries may, once economic growth
resumes, become commercial markets for U.S. agriculture.

In FY92, $120.5 million in Title I resources was extended as
concessional credits and donated under provisions of the Food for
Progress program. The USDA signed agreements to extend $74 mil-
lion in long-term credits (financing commodity costs and shipping)
to Belarus ($24 million), Moldova ($10 million), Tajikistan ($10 mil-
lion), Estonia ($10 million), Latvia ($10 million) and Lithuania ($10
million). To illustrate the concessional nature of such agreements,
Tajikistan will repay its loan over 30 years, with the interest rate
set at 2 percent for the first 17 years, and then 3 percent for the
balance of the period. ! Under Food for Progress (FFP) agree-
ments totaling $46.5 million (which also cover transportation costs),
USDA will donate wheat to Armenia ($15 million), wheat and
wheat flour to Georgia ($21.5 million), and wheat to Kyrgyzstan
($10 million). With FFP donations made to encourage agricultural
reform, these three countries have agreed to carry out a number of
measures to expand the role of the private sector and improve food
supplies. For FY93, USDA (under Title I) has allocated $15 million

10 Interfax News Service. “U.S. Extends Tajik.is:tan $10 [M]1 to Buy Grain.” August 31, 1992,
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in credits to Belarus, Moldova and Turkmenistan, and $5 million to
each of the Baltic states. Also, $15 million in P.L. 480 resources is
allocated for commodity donations to Armenia, Georgia, and Kyr-
gyzstan under prospective FFP agreements.

A fourth effort involved an emergency airlift and land shipment
of food supplies left over from the Gulf War to 24 cities in the new
states. President Bush announced Operation Provide Hope at an
international conference on aid to the former Soviet republics held
in Washington, D.C., on January 22, 1992. The Administration used
$7.3 million (out of $100 million in available Department of De-
fense funds) to cover the cost of shipping surplus military food
stocks valued at $45 million and USDA-donated nonfat dry milk in
early 1992. In late 1992, the U.S. Government plans to ship $40
million in ready-to-eat meals and processed food targeted for needy
individuals and families in Russia.

TECHNICAL ASSISTANCE, TRAINING, AND EXCHANGES

U.S. Government missions to the Soviet republics during 1991
identified the food processing and distribution systems as the weak
links in their food systems. Their findings led both President Bush
and Secretary of Agriculture Madigan to state their strong interest
in involving both the U.S. Government and the private sector in
helping the new states reduce harvesting and transportation losses
in order to increase food supplies. Since then, the USDA, the U.S.
Agency for International Development (AID), and the U.S. Trade
and Development Program have made available about $78 million:
(1) for various technical assistance efforts to help improve food
processing, distribution, and storage methods; and (2) for related
programs to train and expose farmers and agricultural/food sector
professionals in the new states to American farming methods and
agribusiness management (Table 3). ,

To aid in the longer-term restructuring 